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accustomed to the use of technology in their production activities so far, because technology really
helps the company's production to be more effective (Muchran, 2020). This study examines the effect
of innovation efficiency on firm performance and the moderating role of ownership concentration on
this effect. This study examines innovation efficiency as the optimal combination of innovation input
and innovation output. The inputs used are research and development expenses, machine repair
expenses, and information technology purchases. Meanwhile, the output of innovation. This research
used 616 annual reports of manufacturing companies from 2013 t0 Change Case | technique
used is a moderated regression analysis. The results show thiw waadwy w puditively and
significantly correlated with company performance. In addition, the results of the study provide
evidence of concentrated ownership, encouraging managers to be more intensive in carrying out
innovation efficiency so that it affects increasing company performance. These findings show that
there is efficiency in innovation projects that can improve company performance, and companies with
concentrated ownership find it easier to carry oul innovation efficiency because of the active
involvement of shareholders in the management process when innovation projects are carried out to
provide benefits to improving company performance.

Keywords: Industries management, firm strategy, market performance, corporate financial
management, sustainable development financing.
JEL Classification Code: F63, L16, M11, M21, O11.
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Changes in the industrial environment that are increasingly dynamic today and in the
future will force all manufacturing companies to use technology as to support their
production activities (Yeung, 2021). Innovation provides space for companies to seize new
opportunities and improve company competitiveness (Lestari et al., 2020). Companies that
cannot to innovate impact on the abandonment of the company's products, a decline in the
production cycle, and losing the company's position in the market environment (Jensen,
2021).
Innovation drives companies to discover and create new ideas, take risks, and encourage
new business approaches (Sanchez-Henriquez & Pavez, 2021). Companies are also required
to produce quality products or services at low costs, improvise products with new attributes
and produce products that differ from the previous ones from the innovation activities

carried out (Jensen, 2021). Therefore, innovation is an important effort that must be carried
out by every company in the modern era in order to win the competition, maintain
sustainability, and improve company performance. Innovation efficiency reduces
unnecessary burdens to defend themselves in a competitive environment, so that the
innovations carried out do not have a significant impact on the decline in company
performance (Grabowska & Saniuk, 2022). Management's ability to properly calculate the
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carried out (Jensen, 2021). Therefore, innovation is an important effort that must be carried
out by every company in the modern era in order to win the competition, maintain
sustainability, and improve company performance. Innovation efficiency reduces
unnecessary burdens to defend themselves in a competitive environment, so that the
innovations carried out do not have a significant impact on the decline in company
performance (Grabowska & Saniuk, 2022). Management's ability to properly calculate the
efficiency of innovation can provide benefits to efforts to meet consumer preferences without
placing an excessive burden on company resources (Adomah Worae & C. Ngwakwe, 2017).
Innovation efficiency is defined as the company's ability to translate innovation inputs into
innovation outputs (Tiirkes et al, 2021). Although innovation is not a linear process of
changing innovation inputs into innovation outputs, studying how the resources used as
innovation inputs provide optimal output explain of the concept of innovation efficiency
(Turkes et al., 2021).

Good corporate governance can design innovation effectively, so that efficiency can be
built properly in the innovation process (Yin & Sheng, 2019). Ownership is the foundation of
corporate governance because a company cannot exist without owners and share ownership
rights are allocated to owners (Aguilera & Crespi-Cladera, 2016). Ownership contributes to
value creation, builds a long-term company vision, and take a part in allocating company
resources (Ma et al, 2022). Regarding innovation, ownership structure encourages
management to increase innovation activities, especially concentrated ownership structure
(Shehadeh et al., 2022). Innovation investments that involve high costs and high risks are a
hard choice for companies with dispersed ownership structures (Khan et al., 2021). The
dispersed ownership structure creates enormous differences in views between each owner so
that it becomes an obstacle for companies to invest in innovation (Ma et al., 2022). In addition,
companies with a concentrated ownership structure more easily absorb organizational
culture that leads to innovation activities (Shehadeh et al., 2022).

Concentrated ownership encourages managers to increase innovation activities for the
growth and sustainability of the company in the future (Ma et al., 2022). Innovation can be
well received by managers if efficiency can be carried out in innovation activities (Jensen,
2021). Managers don't miss the opportunity to maximize non-corporate value that benefits
their position and interests. The effectiveness of resource allocation when innovation
efficiency is carried out results in lower innovation input costs than the resulting output.
Innovation is aimed at improving the company's performance in the long term (Yin & Sheng,
2019). The company's performance improvement is carried out by seeking a better market
position through product and process innovation (Kurniawati et al., 2022). New products and
services resulting from the innovation process generate new market share, the ability to
create prices, to encourage increased company profitability (Tarigan et al., 2019).

There is a lack of models to track the effect of various types of innovations on firm
performance over time, so future research is recommended to validate the findings of
previous studies and present an integrative research framework that simultaneously covers
the influence of innovation and firm performance (Agostini et al., 2017). This research looks
at this opportunity and examines the efficiency of innovation as an integrative framework for
innovation. Efficiency is an important concept in innovation, because investing in innovation
is not an activity that company management wants (Ttirkes et al., 2021).

Principal-agent problems usually arise in a firm's innovation activities (Hang et al.,
2018). Innovation is very important to maintain a company's competitive advantage, but it
requires a lot of time and investment of resources that contributes to the decline in the
company's short-term operational performance (Ali & Anwar, 2021). Managers will choose
not to invest heavily in innovation activities and prefer steady performance improvements.
Managers have an interest in increasing their wealth, so they have a tendency to reject

innovation activities that require large financing (I. M. L. M. & I. M. N. Jaya, 2020).
Innovation efficiency gives managers the opportunity to increase their wealth, because the
enormous cost of innovation can be offset by a much greater increase in revenue
(Grabowska & Saniuk, 2022) and Zandi et al. (2019). This results in the company's short-term
performance being maintained and having the hope of increasing when innovation
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innovation activities that require large financing (L M. L. M. & L M. N. Jaya, 2020).
Innovation efficiency gives managers the opportunity to increase their wealth, because the
enormous cost of innovation can be offset by a much greater increase in revenue
(Grabowska & Saniuk, 2022) and Zandji et al. (2019). This results in the company's short-term
performance being maintained and having the hope of increasing when innovation
efficiency is carried out. Shareholders' expectations that managers increase innovation
activities can be realized if the efficiency of innovation can be fulfilled properly (Zandi et al,,
2019). This shows that innovation efficiency is a strategy to bridge the interests of principals
and agents when the company has the intention of increasing innovation activities.

Innovative companies are more flexible and more adaptable to the business
environment, increasing opportunities better than competitors (Almulhim, 2020). Without
continuous development and innovation, it will disrupt the company's internal conditions
and impact on the imbalance between supply and demand in the market (Ruiter et al., 2022).
This makes managers have no desire to carry out innovation projects to maintain the
company's short-term performance growth (IMLM & IMN Jaya, 2020). Innovation must
consider efficiency factors in order to reduce the excessive burden on the use of company
resources (Grabowska & Saniuk, 2022). Innovation efficiency has an important role in an
increasingly complex business environment where innovation efficiency can reduce
unnecessary burdens to defend themselves in a competitive environmentso that the
innovations carried out do not have a significant impact on improving the company's
performance (Kafetzopouloset al., 2019).

Innovation comes from the company's desire to develop products that are differ from
competitors, create new products according to consumer preferences, and shorten the
production cycle (Tavassoli and Karlsson, 2015). Products and processes resulting from
innovation activities create and develop market share, increasing sales volume. To achieve
this, R&D is needed for customers, competitors, and company resources (Haryati et al,, 2021).
R&D causes the company's cash expenditure to increase, so efficiency is needed so as not to
disrupt the company's cash flow. The efficiency of innovation optimally combines of using
innovation inputs to produce greater output (Zandi et al,, 2019). Innovation efficiency makes
it easy for companies to expand their market share without placing an enormous burden on
the company's operational activities, so that companies have the convenience of increasing
sales volume, as well as improving performance (DC Chen & Chen, 2021). In addition, new
products resulting from innovation activities make the company a market leader, so that it is
easy to determine prices for these new products (De et al, 2020). This resulted in the
company's revenue increasing from the addition of market share and the ability to shape
prices. This shows that innovation efficiency is a strategy to improve company performance
while remaining actively involved in the competitive environment (Qiac & Fung, 2016) and
Yan et al. (2019).

Companies with a concentrated ownership structure encourage managers to be more
active in exploting forms of innovation that the company can develop (Mustafa et al., 2020).
Concentrated ownership provides an injection of funding to finance investments in
innovation to meet its expectations for future growth in the company's performance and
increasing their prosperity (Gamariel et al, 2022). The large investment costs create the
possibility for managers to get a smaller return from the performance they have done (Jensen,
2021). Agency problems that arise between principals and agents when innovating must be
minimized as best as possible, so that companies can survive in a competitive environment
and obtain better sustainability in the future.

Active involvement of shareholders in the management process to influence managers'
innovative efforts is a form of effort to resolve problems that arise among actors in innovation
activities (Xie et al,, 2019). Shareholders can use their ownership position to actively influence

operations or management when they are not satisfied with the implementation of the
innovation strategy (Dilla et al., 2019). Shareholders help improve the risk-taking process by
managers, 50 managers are motivated to increase the company's innovation activities (Eroglu
& Sanders, 2021). Shareholders have the expectation that their profits will increase if they can
influence the actions of managers to innovate (Xie et al., 2019). Companies with concentrated
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operations or management when they are not satisfied with the implementation of the
innovation strategy (Dilla et al., 2019). Shareholders help improve the risk-taking process by
managers, so managers are motivated to increase the company's innovation activities (Eroglu
& Sanders, 2021). Shareholders have the expectation that their profits will increase if they can
influence the actions of managers to innovate (Xie et al., 2019). Companies with concentrated
ownership will be more aggressive in increasing innovation due to the active involvement of
shareholders in the management process. Shareholders seek to encourage managers to
support their initiatives to create innovations in business processes through efforts to increase
innovation activities.

Companies with a concentrated ownership structure encourage management to increase
the company's innovation activities by considering cost efficiency when innovation is carried
out (Gamariel et al.,, 2022). Innovation efficiency increases when the company's ownership
structure is more concentrated due to the active involvement of shareholders in the
management process (Yuan et al, 2020). Concentrated ownership roles to be actively
involved in innovation activities provide tighter supervision to managers, so managers are
more motivated to innovate and maintain cost efficiency (Yuan et al, 2020). The cost
efficiency created during the innovation process has an impact on increasing market share,
increasing sales volume, and minimizing operational costs (Exposito & Sanchis-Llopis, 2018).
This makes it easy for company managers to improve company performance (Muthuveloo et
al,, 2017). In addition, concentrated ownership encourages company management to carry
out innovation efficiency in order to minimize the current use of cash, so that cash
disbursements can be maintained (Gamariel et al., 2022). This gives hope to managers to keep
getting higher returns when innovation activity increases. Therefore, this study formulates
the hypothesis that:

HI: Innovation efficiency has a positive effect on company performance

H2: Concentrated ownership increases the effect of innovation efficiency on company
performance

Figure L.Conceptual Framework
Innovation Firm Control
Efficiency Performance Variable:
v Size
v DAR
v
Owmership / iﬁ
Concetration

2. METHOD
The research method uses quantitative methods. This research data used in this study is
secondary data. This population are manufacturing companies listed on the Indonesia Stock
Exchange. This sample used was 616 data on manufacturing companies in Indonesia.
Table 3.1. Definition and measurement of research variables

No. Variable Indicators/measurements Scale

1. Firm performance, The measurement of Net Income Ratio
the company's performance in questionis ROA = ——————
only those that are directly related to Total Assets
innovation, which is difficult to determine
(Wang & Wang, 2012).

2. Innovation Efficiency, providesabasic ~ Innovation efficiency is obtained by operationalizing Ratio
explanation of how the use of resources as the input and output of innovation in the non-
input for innovation provides optimal ~ parametric mathematical method of Data
results (Qiao & Fung, 2016). Envelopment Analysis (DEA). To estimate the
efficiency of innovation by using 3 inputs, namely:
research and development expenses, engine repair
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expenses, and technology purchases and 1 output
(Erkan etal,, 2019).

hs = Zimaliri
z j=aVIXJs
3. Ownership Concentration, has an Ownership concentration is calculated based onthe ~ Ratio

important function in innovation projects  hi-difference of the controlling shareholder
(Belloc, 2012).Ownership concentration  (Shehadeh et al., 2022). This study uses the 3 largest

used in this study is concentrated controlling shareholders, so thatownership
ownership, because the dispersed concentration is formulated:
ownership structure creates large 0C = (Equity1 - Equity2)2 + (Equity2 - Equity3)2

differences in views between each owner
30 that it becomes an obstacle for
companies to invest in innovation.

4. Size Firm (control), used to estimate L total assets (proxied by total assets) Ratio

company size because companies with

large assets have the opportunity to

explore and exploit innovation activities.

Therefore, companies with large assets

have a high opportunity to increase

innovation projects and make projects

efficient (Cruz-Cazares et al., 2013).

5. Capital structure (control), is used to S ikt Ratio
. . i I
measure capital structure because Debt to Equity = ﬁ X 100%
companies with large capital structures LD
have the possibility to fund innovation
activities (Lin, 2017).

6. Firm age {control), The age of the company Calculated from the year of establishment to the Nominal
indicates the maturity of the company ina present
competitive environment, where
companies with a large age have more
experience in business operations, making
it easier to win the competition.(Cruz-

Cézares et al,, 2013).
7. Firmrisk (control) shows the Company risk is calculated using the standard Ratio
consequences of actions taken by deviation of EBITDA (Farning Before Interest, Tax,

company managers. Innovation is an Depreciaton, and Amortization) divided by the
activity that has a large risk, so therisk ~ company’s total assets. The formula for the standard
that the company currently has is a deviation of EBITDA is as follows:

consideration for innovation efficiency in
order to improve company performance.

n Ik, x - By %)
n(n—-1)

Where n is the number of data and1 is EBITDA. S
the formula for calculating company risk is:

Risk = EBITDA Standard Deviation/ Total
AssetsThe grealer the company's risk indicales that
the company's executives are risk taking, the smaller
the company's risk indicates that the company's
execulives are risk averse

Source: Data tabulation, 2022.

This study conducted data analysis and statistical testing using SPSS 24.0 to analyze
descriptive statistics, correlation analysis, multiple linear regression and moderated
regression analysis. Multiple linear regression was used to test hypothesis 1, while
moderated regression analysis was used to test hypothesis 2. The model developed to
measure the effect of innovation efficiency on company performance (hypothesis 1) was as
follows:

ROA = a + EFF + B,SIZE + B;DER + BAGE + fsRISK + ¢

While the model developed to measure ownership concentration moderation on the effect of
innovation efficiency on company performance (hypothesis 2) is as follows:

ROA = a + p,EFF + B,0C + };EFF*OC + ¢
Information;
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ROA : Financial Performance

EFF : Innovation efficiency
ocC : i i
SIZE : Size firm

DAR : Capital structure
AGE :Firm age

RISK :Firm risk

3. RESULTS
In Table 1 provides information on the number of companies that carry out product
innovation efficiency during the period 2013 to 2019.
Table 1. Manufacturing companies that carry out product efficiency for the period

2013-2019

Year Number of Companies Number of Efficient Companies %

2013 86 2 2.33
2014 90 2 222
2015 89 2 225
2016 81 2 247
2017 85 3 3.52
2018 94 3 319
2019 91 3 329

Source: research data, 2019.

The results of table 1 show that the efficiency of innovation is still minimal by
manufacturing companies in Indonesia. This indicates that manufacturing companies in
Indonesia have not been able to optimize the use of their resources for innovation activities.
Table 2 provides descriptive statistical results of the variables in this study. Here are the
results of the test data.
Table 2. Descriptive statistics

N Minimum Maximum mean Std. Deviation
ROA 616 -0.401425 4.446758 0.044370 0.084450
EFF 616 0 1 0.044126 0.175878
OC 616 0.000000 0.992813 0.282687 0.2893058
DER 616 1,267 23.201 9.0281 11.2034
SIZE 616 10,392 24918 22,9281 25,9291
AGE 616 5 7 3.4029 5,7261
RISK 616 -1.750198 2,64381 0.115318 0547381

Valid N (listwise)

Source: research data, 2019.

From a sample of 616 manufacturing company data for the period 2013 to 2019, the
company's petformance shows a range of values of -0.401425 to 4.446758 with an average of
0.044370 and a standard deviation of 0.084450. This shows that the sampled companies have
different abilities in improving their performance. Innovation efficiency shows that it has a
value range of 0 to 1 with an average of 0,044126and standard deviation 0,175878. These
results indicate that there are still companies that have not been able to carry out innovation
efficiency, and companies that have the ability to carry out innovation efficiency are still

very low. Ownership concentration shows a range of values from 0 to 0,992813 with an
average of 0,282687 and standard deviation 0,2893058. These results indicate that in general
manufacturing companies in Indonesia have a concentrated ownership structure, but there
are companies that have scattered shareholdings. The average debt to equity ratio obtained
is 9.0281 and the standard deviation is 11.2034. While the minimum value is 1,267 and the
maximum is 23,201. This result means that manufacturing companies in Indonesia that have
a higher Debt to Equity Ratio value, the higher the amount of debt that must be paid off by
the company within a certain period of time. The firm risk value that has been tested
produces a minimum value of-1.750198 and the maximum value is 2.64381. Meanwhile, the
average value is 0.115318 and the standard deviation value is 0.547381. This result means
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that sthe higher the risk of a company which includes a high risk of uncertainty demand,
then this poses a risk The company's income is uncertain. Where with the uncertainty of the
company's income, this causes the company's profitability to decrease.

Table 3. Hypothesis testing

Variable Model1 Model 2
Coet 5ig Coet Sig
Constant -1,2A77F 0.000 12T 0.000
0OC 0277 0.001 0276 0.001
EFF 0.124™ 0.000 021 0.561
ROA 0213 0.001 -0.0057F 0.000
SIZE 0487~ 0.000 04337 0.000
DAR 0.046™ 0.000 0.04857 0.000
AGE 0910 0.000 .0327F 0.001
RISK 02307 0.001 -0.098%F 0.000
EFFFOC 0307 0.000 .I92%F 0.000

Source: research data, 2019.

The results from table 3 show that company size, age, and company risk have a positive
and significant effect on company performance. In addition, the capital structure has a
negative and significant effect on the company's performance. The first hypothesis states
that there is a positive effect of innovation efficiency on company petformance.

The results of the research on model 1 show that innovation efficiency has a positive
and significant effect on company performance with a Beta (8) value of 0.041 and p-value =
0.021. This result means that the higher the efficiency of innovation by the company, the
higher its performance will be. Companies with a high level of efficiency when carrying out
innovation projects have the advantage of improving their short-term performance
(Pefiarroya-Farell & Miralles, 2022).

The results of the research on model 2 show that the interaction of innovation efficiency
with ownership concentration has a positive and significant effect on company performance.
Based on the existing phenomenon, innovation efficiency makes it easy for companies to
increase sales volume, increase sales growth, increase net profit, and minimize investment
costs for innovation (Qiao & Fung, 2016). This shows that innovation efficiency is a form of
strategy that companies can develop to improve their performance (short or long term) and
maintain their sustainability.

4. DISCUSSION

The findings of this study are in line with previous researchers who stated that
innovation efficiency is a form of strategy to improve company performance by remaining
actively involved in the competitive environment and there are several spaces that
companies can develop to improve their innovation efficiency (Trinugroho et al,, 2022). The
innovations made provide a better opportunity to become market leaders, so they are able to

determine the price level for the new products they create (MA Chen et al, 2019). The
amount of costs incurred by the company to fund innovation projects can be minimized by
managers when efficiency is carried out properly. Managers will choose the optimal use of
resources, so that the resulting innovation is in accordance with market needs.

The results of this study mean that the more concentrated shareholder ownership, this
will encourage managers to be more active in making efficiency in innovation projects, so
that it has an impact on increasing company performance. Concentrated ownership also
encourages management to increase innovation projects to improve the company's position
in the competitive environment. Concentrated ownership expects the company to be able to
maintain a competitive advantage and increase the company's competitiveness with the
company's innovations. The drive for concentrated ownership of managers is manifested by
the direct involvement of shareholders in innovation projects. Concentrated ownership will
monitor and supervise managers regarding the success of the company's innovation
projects. The direct involvement of concentrated ownership makes innovation projects more
efficient in their financing. Concentrated ownership expects that innovation projects run by
managers do not require large injections of funding, so they do not burden the owners.
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Concentrated ownership expects that innovation projects run by managers do not
require large injections of funding, so they do not burden the owners. Companies with
concentrated ownership will be more active to innovate and make efficiency in project
financing, so that companies are able to improve their performance from the efficiency of
innovations carried out by company managers. Concentrated ownership will monitor and
supervise managers regarding the success of the company's innovation projects. The direct
involvement of concentrated ownership makes innovation projects more efficient in their
financing. Concentrated ownership expects that innovation projects run by managers do not
require large injections of funding, so they do not burden the owners. Companies with
concentrated ownership will be more active to innovate and make efficiency in project
financing, so that companies are able to improve their performance from the efficiency of
innovations carried out by company managers. The direct involvement of concentrated
ownership makes innovation projects more efficient in their financing. Concentrated
ownership expects that innovation projects run by managers do not require large injections
of funding, so they do not burden the owners. Companies with concentrated ownership will
be more active to innovate and make efficiency in project financing, so that companies are
able to improve their performance from the efficiency of innovations carried out by
company managers.

The direct involvement of concentrated ownership makes innovation projects more
efficient in their financing. Concentrated ownership expects that innovation projects run by
managers do not require large injections of funding, so they do not burden the owners.
Companies with concentrated ownership will be more active to innovate and make
efficiency in project financing, so that companies are able to improve their performance from
the efficiency of innovations carried out by company managers (Shehadeh et al.,, 2022). The
direct involvement of concentrated ownership in innovation projects provides opportunities
for companies to maintain competitive advantage and improve company performance. The
findings of this study are in line with previous findings which state that concentrated
ownership has an important role in innovation projects, so that it makes it easier for
companies to improve their performance (Chatterjee & Bhattacharjee, 2020).

CONCLUSION

innovation efficiency, so they have vulnerabilities in facing global competition. Indonesia
has a goal to become one of the developed countries in the world economy. Therefore, it is
important for every company in Indonesia to continuously develop innovations in their
products or production processes to support these goals. Innovation is a strategy for every
company in Indonesia to be able to compete with the global competitive environment.
Therefore, the innovative strategy undertaken, it is necessary to consider efficiency in the
project financing process. Innovation efficiency provides an opportunity for each company
to develop its business processes without placing great pressure on company resources
(Grabowska & Saniuk, 2022). In Indonesia, the corporate ownership structure is dominated
by concentrated ownership. This condition makes it easier for each company to carry out
innovation projects and make efficiencies due to the strong encouragement of the company
owners. Concentrated ownership can encourage managers to improve the company's
innovation projects to maintain performance growth, maintain competitive advantage, and
maintain company viability (Shehadeh et al., 2022).

The limitation of this research is that this finding has not technically explained the steps
that need to be taken by entrepreneurs to carry out the efficiency of product innovation they
produce. Thus, this limitation can be covered by the existence of further research in the
future that will examine the strategic steps that need to be taken by entrepreneurs to carry
out product innovation efficiency, so that their business performance can continue to
develop and be competitive and have a competitive advantage in the future. This finding
provides a signal for several stakeholders to start controlling the innovation work carried
out by the company's management, the aim is to form budget efficiency and the
effectiveness of innovation products in the future.
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Abstract
The company that is synonymous with the application of science and technology is the Microsoft Office User

fnanufacturing] industry (Krmelaet al;, 2027).” Manufacturing” companies in” Indonesia have been ~ ~~ "~ 7] The abstract has texised 224 words
accustomed to the use of technology in their production activities so far, because technology really

helps the company's production to be more effective (Muchran, 2020). This study examines the effect

of innovation efficiency on firm performance and the moderating role of ownership concentration on

this effect. This study examines innovation efficiency as the optimal combination of innovation input

and innovation output. The inputs used are research and development expenses, machine repair

expenses, and information technology purchases. Meanwhile, the output of innovation. This research

used 616 annual reports of manufacturing companies from 2013 to 2018. The analytical technique

used is a moderated regression analysis. The results show that efficiency is positively and

significantly correlated with company performance. In addition, the results of the study provide

evidence of concentrated ownership, encouraging managers to be more intensive in carrying out

innovation efficiency so that it affects increasing company performance. These findings show that

there is efficiency in innovation projects that can improve company performance, and companies with

concentrated ownership find it easier to carry out innovation efficiency because of the active

involvement of shareholders in the management process when innovation projects are carried out to

provide benefits to improving company performance.

Keywords: Industries management, firm strategy, market performance, corporate financial

management, sustainable development financing.
JEL Classification Code: F63, L16, M11, M21, O11.
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Abstract

This study examines the effect of innovation efficiency on firm performance and the
moderating role of ownership concentratil on this effect. This study examines innovation
efficiency as the optimal combination of innovation input and innovation output. The inputs
used are research and development expenses, machine rel.r expenses, and information
technology purchases. Meanwhile, the output of innovation. The sample used is 616 annual
reports of manufacturing comp@ilies from 2013 to 2018, The analytical technique used is a
moderated regression analysis. The resufll§ show that efficiency is positively and significantly
correlated with company performance. In addition, the results of the study provide evidence
of concentrated ownership, encouraging managers to be more intensive in carrying out
innovation efficiency so that it affects increasing company performance. These findings show
that there is efficiency in innovation projects that can improve company performance, and
companies with concentrated ownership find it easier to carry out innovation efficiency
because of the active involvement of shareholders in the management process when
innovation projects are carried out lo provide benefits to improving company performance.

Keywords: [nnovation efficiency: total quality management; financial performance.
JEL Classification Code: 032; O35; G32.

1. INTRODUCTION [

Science and technology that are developing rapidly in the current era of the industrial revolution
(Faraji et al., 2022). There have been many innovations that have helped increase the competitiveness
of companies in various industries (Jensen, 2021; Sanchez-Henriquez & Pavez, 2021). The company
that is synonymous with the application of science and fechnology is the manufacturing industry
(Jordio & Novas, 2017; Krmela et al., 2022; Kumar et al, 2021). Manufacturing companies in
Indonesia have been accustomed to the use of technology in their production activities so far, because

technology really helps the company's production to be more eftective (Muchran, 2020; Rahardjo et al.,

2019; Teja, 2017). However, there are still some manufacturing companies that still do not fully use
technology in their production. This is due to maintaining the quality of similar products that are still
the same as the old ones in that era until now (Latifah et al., 2021). In fact, changes in the industrial
environment that are increasingly dynamic today and in the future will force all manufacturing
companies to use lechnology as to suppart their production activities (Jensen, 202 1; Khan etal., 2021;
Regona et al., 2022a; Yeung, 2021). Innovation provides spdee for companies to seize new
opportunities and improve company competitiveness (Jensen, 2021 ; Lestari et al., 2020; Rony Prabowo
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et al., 2020). Companies that cannot to innovate impact on the abandonment of the company's products,
a decline in the production cycle, and losing the company's position in the market environment (Jensen,
2021).

Innovation drives companies to discover and create new ideas. take risks, and encourage new
business approaches (Agostini et al., 20017; Jensen, 2021; Rony Prabowo et al., 2020; Sanchez-
Henriquez & Pavez, 2021). Management ics out resource exploration and exploitation activitics in
order to creale innovations that are under with the needs of the market environment (Rodrigues et al.,
2021). Companies are also required to produce guality products or services at low costs, improvise
products with new attibutes and produce products that differ from the previous ones from the
innovation activities carried out (Jensen, 2021). Therefore, innovation is an important effort that nust
be carried out by every company in the modern era in .er to win the competition, maintain
sustainability, and improve company performance (Bayu et al., 2022; Kurniawati et al., 2022;
Rounaghi, 2019; Tarigan et al., 2019). ’

Several researchers confirm the positive impact of innovation on firm performance (Kurniawati et
al . 2022; Nemlioglu & Mallick_ 2017; Valdez-luirez et al_, 2022; Yin & Sheng. 2019). Innovation is
aimed at improving the company's performance in the long term (Yin & Sheng, 2019). The company's
performance improvement is camried out by secking a better market position through product and
process innovation (Kurniawati et al., 2022). Product innovation creates a competitive advantage in the
market through new products that are better than competitors, making it easier for companies to create
market share and increase sales (Agustia, 2020; Dupire & M'Zali, 2018; Ratnawati, 2017; Sanchez-
Henriquez & Pavez, 2021). New products and services resulting from the innovation process generate
new matket share, the ability to create prices, to encourage increased comps.n.'nﬁtability (Tarigan et
al., 2019). Innovation is the key factor that affects the performance, long-term viability and
suslajnc.lty of the organization (Haryati et al., 2021; Moskovich, 2020). However, research that
focuses on the relationship between innovation and firm performance has not yiclded conclusive results
(Camison & Villar-Lépez, 2014). Product innovation does not directly affect the company's
performance. This finding raises the suspicion that the company must can develop market share related
to the.w product produced (Erkan et al., 2019; Yin & Sheng, 2019). There is a lack of models to
track the effect of various ypes of innovations on firm performance over tme, so fuwre research is
recommended to validate the findings of previous studies and present an integrative research
framework that simultaneously covers the influence of innovation and firm performance (Agostini et
al., 2017; Saunila, 2014). This research looks at this opportunity and examines the efficiency of
innovation as an integrative framework for innovation. Efficiency is an important cocncept in
innovation, because investing in innovation is not an activity that company management wants ( Turkcs
etal., 2021).

Innovation is based on how to create a quality product by optimizing all available resources, so
that the company's efficiency can be increased. Innovation efficiency reduces unnecessary.’dens to
defend themselves in a competitive environment. se that the innovations carried out do not have a
significant impact on the decline in company performance (Grabowska & Saniuk, 2022; Qiao & Fung,
2016; Zandi et al., 2019). Management's ability to properly calculate the efficiency of innovation can
provide benefits o efforts o meet consumer preferences w.uul placing an excessive burden on
company resources { Adomah Worae & C. Ngwakwe, 2017).Innovation efficiency is defir-as the
company's ability o translate innovation inputs into innovation outputs (Tiirkes et al., 2021).Although
innovation is not a linear process of changing innovation inputs into innovation outputs, studying how
the resources used as innovation inputs provide optimal output explain of the concept of innovation
efficiency (Tirkes et al., 2021).

Some researchers empirically test the efficiency of innovation with different input and output
choices (Belloc, 2012). His research estimates innovation efficiency by considering a [irm's fevenue,
number of employecs and R&D expenditures as inputs and total revenue. new hires and patents as
innofition outputs. R&D, learning. manufacturing, marketing and organization as inputs to innovation
and market share, sales srowth, export rates, profit growth, productivity and new product rates as
outputs of what he defines as technological innovation capability (Amin & Aslam, 2017; Business et
al., 2013). They conclude that only 16% of firms are technically efficient. Innovation efficiency
optimally combines of R&D employment as input and patent as innavation output (Amin & Aslam,
2017; Yin & Sheng. 2019). The research concluded the intensity of regional and inter-regional
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collaboration that is close to the industry average characterizes the innovation efficient areas. Areas
with very high or low intensity of collaboration, as well as imbalances between regions and between
regions, are more often found among regions with innovation inefficiency.

Innovation that involves R&D for products and techneology, causing innovation activities to
require enormous costs (Mishra, 2017). This results in large cash disbursements during the innovation
process and has a terrible impact on company performance. Innovation efficiency allocates innovation
input optimally, so that the resulting output is greater than the innovation input (Jensen, 2021). The
greater output generated from the mnovation efficiency process results in large cash outlays that can be
offset by much larger revenues. This causes the company's profitability to increase when mnovation
efficiency is carried out properly. Innovation efficiency also provides an opportunity for companies to
improve their performance in the long term.

Comporate governance is needed to ensure effective planning and ensure risk management
associated with investing in innovation (Yin & Sheng, 2019). Good corporate governance can design
inmva. effectively, so that efficiency can be built properly in the innovation process (Yin &.eng,
2019). Ownership is the foundation of corporate governance because a company cannot exist without
owners and share ownership rights are allocated to owners (Aguilera & Crespi-Cladera, 2016).
Ownership contributes to value creation, builds a long-term company vision, and take a part in
allocating company resources (Ma et al., 2022). Reparding innovation, ownership structure encourages
management to increase innovation activities, especially concentrated ownership structure (Shehadeh
et al., 2022). Innovation investments that involve high costs and high risks are a hard choice for
companies with dispersed ownership structures (Khan et al., 2021). The dispersed ownership structure
creates enormous differences in views between each owner so that it becomes an obstacle for
companies to invest in innovation (Ma et al., 2022). In addition, companies with a concentrated
ownership structure more easily absorb organizational culture that leads to innovation activities
(Shehadeh et al., 2022).

Concentrated ownership encourages managers to increase innovation activities for the growth and
sustainability of the company in the future (Ma et al., 2022). In addition, innovation activities are the
efforts of the majority shareholders to manage their interests, namely increasing the prosperity of the
owners. Innovaton can be well received by managers il elficiency can be carried oul in innovation
activities (Jensen, 2021). Managers don't miss the opportunity to maximize non-corporate value that
benefits their position and interests. The effectiveness of resource allocation when inm.inn
efficiency is carried out results in lower innovation inpt Costs than the resulting output. This causes
the company's operational performance to increase in the short and long term (Latifah et., 2021),

After this presentation (introduction), then part two of this rescarch is presented the theoretical and
empirical literature followed by the development of hypotheses. Part three, the determined method of
data collection, sampling, and information cnnstmctm-.Sectiun four provides the empirical results and
their interpretation. Finally, section five summarizes the study with conclusions, policy implications,
and future recommendations.

2. LITERATURE REVIEW
2.1. Agency Theory, Innovation Efficiency, and Ownership Concentration

Principal-agent problems wsually arise in a firm's innovation activities (Hang et al., 2018).
Innovation is very important to maintain a company's competitive advantage, but it requires a lot of
time and investment of resources that contributes to the decline in the company's short-term
operational performance (Ali & Anwar, 2021; Jorddo & Nowvas, 2017). Managers will choose not to
invest heavily in innovation activites and prefer steady performance improvements. Managers have
an interest in increasing their wealth, so they have a tendency to reject innovation activities that
require large financing (IMLM & IMN Jaya, 2020; Yin & Sheng, 2019). Managers will try their best
to achieve short-term operational performance targets, becaunse improving short-term operational
performance provides benefits for increasing managers’ income (IMLM & IMN Jaya, 2020).
Manager's primary income comes from remuneration, where the remuneration received by managers
depends on their.nt-term operational performance (Lusardi & Tufano, 2015). This often prompts
managers to be wary of innovative projects with risks and uncertainties. This phenomenon also
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encourages managers to intentionally reduce the company's cash expenditures for innovation activities
in order to meet financial performance targets (IMLM & IMN Jaya, 2020).

Meanwhile, shareholders hope to increase their future earnings, so they seek o invest
continuously in the company's innovation activities (Yuan et al., 2020). Shareholders have a long-
term business orientation, so that innovation activities have the support of the largest shareholders
(Ronny Prabowo & Setiawan, 2021; Yuan et al., 2020). Sharcholders view that innovation makes it
easier for companies o expand and differentiate market share, providing benefits for improving the
company's long-term performance (Haddad et al.. 2021). Companies with increasingly concentrated
shareholdings will be more active in carrying out innovation activities. This is because concentrated
shareholders will find it easier to provide funding injections for innovation activities to increase future
performance growth (Jordio & Novas, 2017). Concentrated ownership seeks to use the network
owned to reduce the uncertainty and high risk of innovation activities carried out by the company, so
that innovation provides benefits according to shareholder expectations (Gamariel et al., 2022).

Certain efforts are needed to minimize agency problems between principals and agents when
innovation is carried out by the company (Bandiyono. 2020). The innovations carried out must
accommodate the interests of the principal and agent, so that innovation activities do not cause agency
conflicts. Therefore, companies must consider the level of efficiency when innovation is carried out.
Innovation efficiency gives managers the opportunity to increase their wealth, because the enormous
cost of innovation can be offset by a much greater increase in revenue (Grabowska & Saniuk, 2022;
Zandi et al., 2019). This results in the company's short-term performance being maintained and having
the hope of increasing when innovation efficiency is carried out. Shareholders' expectations that
managers increase innovation activities can be realized if the efficiency of innovation ca.r.c tulfilled
properly (Zandi et al., 2019). This shows that innovation efficiency is a strategy to bridge the interests
of principals and agents when the company has the intention of increasing innovation activities.

2.2, Efficiency Innovation and Fi:ia Performance

The rapid advancenignt of technology, dynamic changes in demand, and increasingly fierce global
competition have made it difficult for companies to maintain their competitive advantage (August,
2020). Therefore, companies must more intensive n innovating as the major source to gain
competitive advantage and be able to survive in a competitive environment (Rony Prabowo et al.,
2020). Innovative companies are more flexible and more adaptable to the business environment,
increasing opportunities better than competitors (Almulhim, 2020). Without continuous development
and innovation, it will disrupt the company's internal conditions and impact on the imbalance between
supply :.i demand in the market (Ruiter et al., 2022). In the modem era, investing in innovation
projects makes it easy for companies to improve their short-term performance and produce cumulative
effects in the long term (DC Chen & Chen, 2021).

However, innovation is expensive and carries a high risk because uncertainty revolves around the
entire innovation process (Chatterjee & Bhattacharjee, 2020). Differences in demand for resources and
adaptability to markets, changes in technology and knowledge, and environmental uncertainty will
affect the distribution and use of operational costs, so that companies do not have a sense of sfeurity ©
carry out innovation projects (Regona et al., 2022b). This makes managers have no desire to carry out
innovation projects to maintain the company's short-term performance growth (IMLM & IMN Jaya,
2020). This jeopardizes the prospects for the.:nmp:my's sustainability in the future, because an
increasingly competitive environment requires companies to be more innovative in developing their
products and production processes (August, 2020). Therefore, innovation must consider efficiency
factors in order to reduce the excessive burden on thfll8e of company resources (Grabowska & Saniuk,
2022). Innovation efficiency has an important role 1n an increasingly complex business environment
where innovation efficiency can reduce unnecessar rdens to defend themselves in a competitive
environment.so that the innovations carried out do not have a significant impact on improving the
company's performance (Ka}.apnulnset al.. 2019).

Innovation cames from the company's desire w develop products that are differ from competitors,
create new products according to consumer preferences, and shorten the production cycle (Tavassoli
and Karlsson, 2015). Products and processes resulting from innovation activities create and develop
market share. increasing sales volume. To achieve this. R&D is needed for customers. competitors, and
company resources (Haryati et al., 2021). R&D causes the company's cash expenditure to increase, so
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efficiency is needed so as naot to disrupt the company's cash flow. The efficiency of innovation
optimally combines ol using innovation inputs to produce greater output (Zandi et al., 2019).
Innovation efficiency makes it easy for companies to expand their market share without placing an
enormous burden on the company's operational activities, so that companies have the convenience of
increasing sales volume, as well as improving performance (DC Chen & Chen, 2021). In addition, new
products resulting from innovation activitics n. the company a market lcader, so that it is casy to
determire prices for these new products (De et al., 2020). This resulted in the company's revenue
increasing from the addition of market share and the ability to shape prices. This shows that innovation
efficiency is a strategy to improve company performance while mr.ning actively involved in the
competitive environment (Qiao & Fung, 2016; Yan et al., 2019). Therefore, this smdy plans the
hypothesis that:

HI: Innovation efficiency has a positive effect on company performance

23. Moderation Effect Ownership Concentration in The Relafionship Innovation Efficiency
Firm Performance

wnership structure has a major influence on the innovation activity of the company (Saona et al.,
2020). Companies with a concentrated ownership structure encourage managers to be more active in
exploring forms of innovation that the company can develop (Mustafa et al., 2020: Qiao & Fung,
2016). Concentrated ownership provides an injection of funding to finance investments in innovation
to meet its expectations for future growth in the company's performance and increasing their pmspcrlty
(Gamarie al., 2022). However, company managers have a tendency to be less aggressive in
financing lnnuvatlun activities (Logachev et al.,2021). The high cost of investing in innovation creates
a reluctance for managers to seek to increase innovation activity (Qiao & Fung, 2016). The large
investment costs create the possibility for managers to get a smaller return from the performance they
have done (Jensen, 2021). Agency problems that arise between principals and agents when innovating
must be minimized as best as possible, so that companies can survive in a competitive environment and
obtain better sustainability in the future (Mishra, 2017; Yin & Sheng, 2019).

Active involvement of shareholders in the management process to influence managers' innovati.
efforts is a form of effort to resolve problems that arise among actors in innovation activities (Danso et
al., 2019: Tarigan et al., 2019; Xie et al., 2019). Sharcholders can use their ownership position to
actively influznce operations or management when they are not satisfied with the implementation of
the innovation strategy (Dilla et al., 2019). Sharcholders help improve the risk-taking process by
managers, s0 managers are motivated to increase the company's innovation activities (Eroglu &
Sanders, 2021). Shareholders have the expectation that their profits will increase if they can influence
the actions of managers to innovate (Xie et al., 2019). Companies with concentrated ownership will he
more aggressive in increasing innovation due to the active involvement of shareholders in the
management process (Shehadeh et al., 2022). Shareholders seek to encourage managers to support their
initiatives to create innovations in business processes through efforts to increase innovation activities
(Jensen, 2021).

Companies with a concentrated ownership structure encourage management to increase the
company's Innovation activities by considering cost efficiency when ir.wation 15 carried out
(Gamariel et al., 2022: Ma et al., 2022). Innovation efficiency increases when the company's awnership
structure is more concentrated due to the active involvement of shareholders in the management
process (Yuan et al., 2020). Concentrated ownership roles to be actively involved in innovation
activities provide tighter supervision to managers, sO managers are more motivated to innovate and
maintain cost efficiency (Yuan etal., 2020). The cost efficiency created during the innovation process
has an impact on increasing market share| Increasing sales volume, and minimizing operational costs
(Exposito & Sanchis-Llopis, 2018). This Tiakes it easy for company managers to improve company
performance (Muthuveloo et al., 2017). In addition, concentrated ownership encourages company
management to carry out innovation efficiency in order to minimize the current use of cash, so that
cash disbursements can be maintained (Gamariel et al., 2022].'his gives hope to managers to keep
getting higher returns when innovation activity increases. Therefore, this stwudy formulates the
hypothesis that:

H2: Concentrated ownership increages the effect of innovation efficiency on company performance
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Figure 1.Conceptual Framework
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3. search Methodology

. This research method uses quantitative methods. The data used in this study is secondary data.
The population of this study are manufacturing companies listed on the Indonesia Stock Exchange. The
sample was selected using purposive sampling method, using certain criteria. The criteria determined
by the researcher are manufacturing companies that present the data needed in the study. The selected
research period is 2013 to 2019.The amount of data used is not the same every year. because there are
additional companies that carry out Initial Public Offering (IPO), delisting, and do not present research
data every year. The sample used for analysis in this study was 616 data on manufacturing companies
in Indonesia.

Table 3.1 _Definition and measurement of research variables

No. Variable Indicators/measurements Scale
1. Firm performance, pThe measurement OA Net Income Ratio
»f the company's performance in = =T
5 et : Total Assets

question is only those that are directly
related to innovation, which is difficult
to determine (Wang & Wang, 2012).

explanation of ho use of input and output of innovation in the non-parametric
resources as input for innovation mathematical method of Data Envelopment Analysis
provides optimal results (Qiao & Fung, (DEA).To estimate the efficiency of innovation by using
2016). 3 inputs. namely: research and development expenses.
ine repair expenses, and technology purchases and 1
output (Cruz-Cizares et al., 2013; Erkanet al.. 2019;
(J1ao & Fung, 2016).

2. Innovation Efﬁcienci, provides a basic Innovation efficiency is obtained by operationalizing the Ratio

R f=, UiYis

n

j=1 VjXj=s
3. Ownership Concentration has an Ownership concentration is calculatcd ballillon the hi-  Ratio
important function in innovation difference of the controlling shareholder (Castanheira et
projects (Belloc, 2012).Ownership al., 2010; Sartawi et al., 2014; Shehadeh et al., 2022).
concentration used in this study is This study uses the 3 largest controlling shareholders, so

concentrated ownership, becauseThe thatownership concentration is formulated:
dispersed ownership structure creates — OC = (Equityl — Equity2)2 + (Equity2 - Equity3)2
large differences in views between

cach owner so that itbecomes an

obstacle for companies to invest in

innovation.

4. Size Firm (control), used to estimate Ln total assets (proxied by total assets) Ratio
company size because companies with
large assets have the opportunity to
explore and exploit innovation
activities. Therefore, companies with
large assets have a high opportunity to
increase innovation projects and make
projects efficient (Cruz-Cdzares et al.,
2013).

5. Capital structure (control). is used to Ratio

measure capital structure because Debt to E quity = M x 100%
companies with large capital structures Total Equity
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have the possibility to fund innovation
activities (Lin, 2017).

6.  Firm age (control) Hle age of the Calculated from the year of establishment to the present  Nominal
company indicates the maturity of the
company in a competitive
environment, where companies with a
large age have more experience in
business operations, making it easier to
win the competition (Cruz-Cézares et

al., 2013).
7. Firmrisk (control) shows the Company risk is calculated using the standard deviation  Ratio
consequences of actions taken by of EBITDA (Earning Before Interest, Tax, Depreciaton,

company managers. Innovation is an and Amortization) divided by the company's total assets.
activity that has a large risk, so the risk  The formula for the standard deviation of EBITDA is as

that the company currently has is a follows:

consideration for innovation efficiency

in order to improve company n 2 n 2
nAi—1X; — 1 X

performance. CR = Eic X7 — (B, X)

nn—1)

%erc n is the number of data andl is EBITDA. So the
formula for calculating company risk is:

[Bisk = EBITDA Standard Deviation / Total AssetsThe
greater the company's risk indicates that the company's
executives are risk taking, the smaller the company's risk
indicates that the company's executives are risk averse

Source: Data tabulation, 2022.

This study conducted datz.nalysis and statistical testing using SPSS 24.0 to analyze descriptive
statistics, correlation analysis, multiple linear re&ssion and moderated regression analysis. Multiple
linear regression was used to test hy sis 1, while moderated regression analysis was used to test
hypothesis 2. The model developed to measure the effect of innovation efficiency on company
performance (hypothesis 1) was as follows:

ROA =0+ 1EFF + 2SIZE + 3DER + 4AGE + 5RISK +

While the model developed to measure ownership concentration moderation on the effect of
innovation efficiency on company performance (hypothesis 2) is as follows:

ROA =0 + 1EFF + 20C + 3EFF*0OC + 4SIZE + 3DER + 4AGE + 5RISK +
Information:

ROA : Financial Performance
EFF : Innovation efficiency
ocC : Ownershipconeentration
SIZE : Size firm

DAR : Capital structure

AGE : Firm age

RISK :Firm risk

4. Results and Discussions
4.1. Descriptive Statisfics

The descriptive statistics used include: minimum, maximum, average, and standard deviation
values for company performance, mnovation efficiency, ownership concentration, and control
variables. In addition, this section presents a chart of the innovation efficiency per year of
manufacturing companies for the period 2013 to 2019. In Table 1 provides information on the number
of companies that carry out product innovation efficiency during the period 2013 to 2019.
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Table 1.
Manufacturing companies that carry out product efficiency for the period 2013-2019

Year Number of Companies Number of Efficient Companies %

2013 86 2 233
2014 90 2 222
2015 89 2 235
2016 81 2 247
2017 85 3 3.52
2018 04 3 3.19
2019 91 3 3.29

Source: research data, 2019.
The results of table | show that the efficiency of innovation is still minimal by manufacturing
companies in Indonesia. This indicates that manufacturing companies in Indonesia have not been able
to optimize the use of their resources for innovation[@Stivities.
Table 2 provides descriptive statistical results of the variables in this study. Here are the results
of the test data.
Table 2. Descriptive statistics

N Minimum Maximum mean Std. Deviation
ROA 616 -0.401425 4. 446758 0044370 0.084450
EFF 616 0 1 0.044126 0.175878
QC 616 0.000000 0.992813 0.282687 0.2893058
DER 0l6 1.267 23.201 9.0281 11.2034
SIZE 616 10,392 24918 229281 259291
AGE 616 5 7 3.4029 5.7261
RISK 616 -1.750198 264381 0.i15318 0.547381

Valid N (listwise)

Source: research data, 2019.

From a sample of 616 manufacturing company data for the period 13 to 2019, the company's
performance shows a range of values of -0.401425 10 4.446758 with an average of 0.044370 and a
standard deviation of 0.084450. This shows that the sampled companies have different abilities in
improving their performance. Innovation efficiency shows that it has a value range of 0 to 1 with an
average of 0,044126and standard deviation 0,175878. These results indicate that there are still
companies that have not been able to carry out innovation efficizucy, and companies that have the
ability to carry out innovation efficiency are still very low. Ownership concentration shows a range of
values from 0 to 0,992813with an average of 0,282687and standard deviation 0,2893058. These
results indicate that in general manufacturing companies in Indonesia have a concentrated ownership
structure, but there are companies that have scattered shareholdi The average debt to equity ratio
obtained is 9.0281 and the standard deviation is 11.2034. While the minimum value is 1.267 and the
mximum is 23.201. This result means that manufacturing companies in lndones-ml have a higher
Debt to Equity Ratio value, the higher the amount of debt that must be paid off -hc company within
a certain period of time. The firm risk value that has been tested produces a minimum value of-
1.750198 and the maximum value is 2.64381. Meanwhile, the average value is 0.115318 and the
standard deviation value is 0.547381. This result means that sthe higher the risk of a company which
includes a high risk of uncertainty demand, then this poses a risk The company's income is uncertain.
Where with the uncertainty of the company's income, this causes the company's profitability to

decrease.
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4.2, Correlational Analysis
Correlation analysis was conducted to detect autocorrelation between company pe[fm.me and
innovation efficiency, ownership concentration, and overall control variables. In addition, correl
analysis was used to examine the problem of multicollinearity between the independent variables. The
testresults are deseribed in Table 3 below.
Table 3.Correlational analysis of variables

ROA EFF oC DER SIZE AGE RISK
ROA 1
EFF 0.080 1
oC 0.131 0.063 1
DER 0311 0077 0.054 1
SIZE 1
AGE 0.257 0.158 0.545 0219 1

1

*pU.13 ¥ p0.05; *** p 001

The results from Table 3 show a weak positive cntrclutim.ctwccn firm performance and innovation
efficiency (r =0.099, p < 0.05), ownership concentration (r = 0,084, p < 0.03), firm size (r =0.152,p
< 0.01), firm age (r = 0.256, p < 0.01), and firm risk (r =..l40! p < 0.01). Meanwhile, capital
structure has a negative correlation with firm performance (r = -0.276, p <0.01). In addition, the
results of the analysis also show that there is no multicollinearity problem between independent
variables because it does not exceed 0.80 or (.90. Multicollinearity is most likely to occur if.:
correlation coefficient is 0.80 and above (IMLM Jaya, 2020). The results showed that there was no
multicollinearity because the correlations between the independent variables were all below the
threshold value of 0.8. Thus, the results of the Pearson correlation coefficient confirm that there is no
multicollinearity problem.

4.3. Regression Analysis

In this study, three stages of ana.is were carried out to answer research problems and to answer
research objectives. The first stage is to examine the effect of innovatigiil efficiency ard control
variables together on company performance. This stage uses multiple linear regression analysis and is
carried out to answer the first hypothesis. The second stage is 10 enter the moderating variable
owvership concentration in the model that has.an huilt in the first stage. This stage uses multiple
linear regression analysis. The last stage is to include the interaction between innovation.ficicncy
and ownership concentration in the model built in stage two. This stage uses multiple linear regression
analysis and is carried out to answer the first hypothesis.

Table 4.Hypothesis testing

- Model 1 Model 2 Model 3

Coef Sig Coef Sig Coel Sig

Constant 1 47 0.000 12124 % | 0.000 0.994%%% | 0.003
0oC 0.277%%* 0.001 0276 0001 0.231 0.374
EFF 0.124%%* 0.000 0021 0.861 0.287 0.104
RG 0.2]3%%* 0.001 0.005%#* [ 0.000 1234 0,040
SIZE 04827+ %+ 0.000 04837 | 0.000 0487%%* | 0.000
DAR 0.046%* 0.000 00454+ | 0,000 0041 | 0.000
AGE 0.910%%* 0.000 0.032%% | 0001 0005 | 0.000
RISK 0.230% %% 0.001 0008 % | 0.000 0034%F% | 0.000
oC 0.4072% %+ 0.000 0.192% % | 0.000 0087+ | 0.000

*Significant at p-value <0.1; ** Significant at p-value < 0.05; ***Sig.:cant at p-value < 001

The results from table 4 show that company size, age, and company risk.}e a positive and
significant effect on company performance. In addition, the capital structure has a negative and
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significant effect on the company's performance. The first hypothesis states gt there is a ive
effect of innovation efficiency on company performance. The results of the research on model 1 show
that innovation efficiency has a positive and signiiﬁit effect on company performance with a Beta
(B) value of 0.041 and p-value = 0.021. This result means that the higher the efficiency of innovation
by the company, the higher its performance will be. Companies with a high level of efficiency when
carrying out innovation projects have the advantage of improving their short-term performance
(Penarroya-Farell & Miralles, 2022). The mnovations made provide a better opportunity to become
market leaders, so they are able to determine the price level for the new products they create (MA
Chen et al., 2019). The amount of costs incurred by the company to fund innovation projects can be
minimized by managers when efficiency is carried out properly. Managers will choose the optimal use
of resources, so that the resulting innovation is in accordance with market needs.

Based on the existing phenomenon, innovation efficiency makes it easy for companies to
increase sales volume, increase sales growth. increase net profit, and minimize investment costs for
innovation (Qiao & Fung, 2016). This shows that innovation efficiency is a form of straiegy that
companies ca velop to improve their performance (short or long term) and maintain their
sustainability. The findings of this study are in line with previous researchers who stated that
innovation efficiency is a form of strategy to improve company performance by remaining actively
involved in the competitivz environment and there are several spaces that companies can develop to
improve their innovation efficiency (De et al., 2020; Qiao & Fung, 2016; Trinugroho et al.. 2022).

The results of the' ¥esearch on model 2 show that the interaction of innovation efficiency with
ownership concentration has a positive and significant effect on company performance with a Beta
value of 0.151 and p-value = 0.002. The results of this study mean that the more concentrated
shareholder ownersh. this will encourage managers to be maore active in making efficiency in
innovation projecls, so that it has an impact on increasing company performance, Concentrated
ownership also encourages management to increase innovation projects to improve the company's
position in the competitive environment. Concentrated ownership expecis the company to be able to
maintain a competitive advantage and increase the company's competitiveness with the company's
innovations. The drive for concentrated ownership of managers is manifested by the direct
involvement of sharcholders i[.mvutiun projects. Concentrated ownership will monitor and
supervise managers regarding the success of the company's innovation projects. The direct
involvement of cancentrated ownership makes innovation projects more efficient in their financing.
Concentrated ownership expects that innovation projects run by managers do not require large
injections of funding, so they do not burden the owners. Companies with concentrated ownership will
be more active to innovatc and make cfficicncy in praject financing, so that companics arc able to
improve their performance from the efficiency of innovations carried-t by company managers.
Concentrated ownership will monitor and supervise managers regarding the success of the company's
innovation projects. The direct involvement of concentrated ownership makes innovation projscts
more efficient in their financing. Concentrated ownership expects that innovation projects run hy
managers do not require large injections of funding, so they do not burden the owners. Companies
with concentrated ownership will be more active to innovate and make etficiency in project financing,
50 that companies are able (o improve their performance from the efficiency of innovations can'ied.
by company managers. Concentrated ownership will monitor and supervise managers regarding the
success of the company's innovation projects. The direct involvement of concentrated ownership
makes innovation projects more efficient in their financing. Concentrated ownership expects that
innovation projects run by managers do not require large injections of funding, so they do not burden
the owners. Companies with concentrated ownership will be mare active to innovate and make
efficiency reject financing, so that companies are able to improve their performance from the
efficiency nnovations carried out by company managers. The direct involvement of concentrated
ownership makes innovation projects more efficient in their financing. Concentrated ownership
expects that innovation projects run by managers do not require large injections of funding, so they do
not burden the owners. Companies with concentrated ownership will be more active to innovate and
make efficiency. project financing. so that companies are able to improve their performance from
the efficiency of innovations carried out by company managers. The direct involvement of
concentrated ownership makes innovation projects more efficient in their financing. Concentrated
ownership expects thal innovation projects run by managers do not require large injections of funding,
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so they do not burden the owners. Companies with concentrated ownership will be more active to
innovate and make efficiency in project financing, so that companies are able to improve their
performance from the efficiency of innovations carried out by company managers (Saona et al., 2020;
Shehadeh et al . 2022). The direct involvement of concentrated ownership in innovation projects
provides op ities for companies 0 maintain competitive advantage and improve company
performance. The findings of this study are in line with previous ﬁnding.which state that
concentrated ownership has an important role in innovation projects, so that it makes it easier for
companies to improve their performance (Chatterjee & Bhattacharjee, 2020).

5. @©onclusion

The purpose of this st.y is to examine the effect and relationship between innovation efficiency
on company performance, and examine the moderating role of ownership concentration on the effect
.inncwation ctficiency on company performance. By using a sample of the annual reports of 616
manufacturing companies listed on the Indonesia Stock Exchange from 2013 to 2019, it is found that
innovation efficiency affects company performance concentrated ownership, and encourages
managers to improve innovation efficiency which has an impact on improving company performance.
However, this study finds the fact that manufacturing companies in Indonesia are still lacking in
innovation efficiency, so they have vulnerabilities in facing global competition.

Indonesia has a goal to become one of the developed countries in the world economy. Therefore,
it is important for every company in Indonesia to continuously develop innovations in their products
or pmduc. processes to support these goals. Innovation is a strategy for every company in
Indonesia to be able to compete with the global competitive environment. Therefore, the innovative
strategy undertaken, it is necessary to consider efficiency in the project financing process. Innovation
efficiency provides an opportunity for each company to develop its business processes without
placing great pressure on company resources (Grabowska & Saniuk, 2022; Jensen, 2021). In
Indonesia, the corporate ownership stmicture is dominated by concentrated ownership. This condition
makes it easier for each company to carry out innovation projects and make efficiencies due to the
strong encouragement of the company owners. Concentrated ownership can encourage managers to
improve the company's innovation projects to maintain performance growth, maintain competitive
advantage, and maintain company viability (Shehadeh et al., 2022).

The limitation of this research is that this finding has not technically explained the steps that need
to be taken by entrepreneurs to carry out the efficiency of product innovation they produce. Thus. this
limitation can be covered by the existence of further research in the future that will examine the
strategic steps that need to be taken by entrepreneurs to carry out product innovation efficiency, so
that their business performance can continue to develop and be competitive and have a competitive
advantage in the .lre. This finding provides a signal for several stakeholders to start controlling the
innovation work carried out by the company's management, the aim is to form budget efficiency and
the effectiveness of innovation products in the future. like Indonesia,
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Abstract

The company that is synonymous with the application of science and technology is the
manufacturing industry (Krmela et al., 2022). Manufacturing companies in Indonesia
havebeenaccustomedtotheuseoftechnologyintheirproductionactivitiessofar,be-
cause technology really helps the company’s production to be more effective (Muchran,
2020). This study examines the effect of innovation efficiency on firm performance and
the moderating role of ownership concentration on this effect. This study examines
innovation efficiency as the optimal combination of innovation input and innovation
output. The inputs used are research and development expenses, machine repair
ex- penses, and information technology purchases. Meanwhile, the output of
innovation. This study used 616 annual reports of manufacturing companies from
2013 to 2018. The analytical technique used is a moderated regression analysis. The
results show that efficiency is positively and significantly correlated with company
performance. In ad- dition, the results of the study provide evidence of concentrated
ownership, encour- aging managers to be more intensive in carrying outinnovation
efficiency so thatit affects increasing company performance. These findings show that
there is efficiency ininnovationprojectsthatcanimprove companyperformance,and
companies with concentrated ownership find it easier to carry out innovation
efficiency because of the active involvement of shareholders in the management
process when innovation proj- ects are implemented aimed at improving company
performance.

Keywords industry management, firm strategy, market
performance, corporate financial management,
sustainable developmentfinancing

JEL Classification  F63,L16,M11, M21,011

INTRODUCTION

Changes in the manufacturing environment today are becoming more
dynamic and, in the future, will force all manufacturing companies
to use technology to support their manufacturing activities. (Yeung,
2021). Innovation provides space for companies to seize new
oppor- tunities and improve company competitiveness (Lestari et
al,, 2020). Companies that fail to innovate affect the rejection of the
company’s products, the reduction of the production cycle and the
loss of the company’s position in the market environment (Jensen,
2021).

Innovation drives companies to discover and create new ideas, take
risks, and encourage new business approaches (Sanchez-Henriquez
& Pavez, 2021). Companies are also required to produce quality
products or services at low costs, improvise products with new
attributes and produce products that differ from the previous ones
from the inno- vation activities carried out (Jensen, 2021).
Therefore, innovation is animportanteffortthatmustbe carried out
by every company in the modern era in order to win the
competition, maintain sustainabili-
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ty, and improve company performance. Innovation efficiency reduces unnecessary burdens to defend
themselvesinacompetitive environment, sothattheinnovations carried outdonothaveasignificant
impactonthedeclineincompany performance (Grabowska & Saniuk,2022). Management’s ability to
properlycalculatetheefficiencyofinnovationcanprovidebenefitstoeffortstomeetconsumerprefer-
ences without placing an excessive burden on company resources (Adomah Worae & Ngwakwe, 2017).
Innovation efficiency is defined as a company’s ability to translate innovation inputs into innovation
outputs(Tilirkesetal,2021).Althoughinnovationisnotalinear processofchanginginnovationinputs
into innovation outputs, the study how the resources used as innovation inputs provide optimal output
explains the concept ofinnovation efficiency (Ttlrkes etal., 2021).

Good corporate governance can designinnovation effectively, so that efficiency can be built properly
inthe innovation process (Yin & Sheng, 2019). Ownership is the foundation of corporate governance
because acompany cannotexist withoutowners, and share ownership rightsare allocated to owners
(Aguilera & Crespi-Cladera, 2016). Ownership contributes to value creation, builds along-term com-
pany vision, and takes a partinallocating company resources (Maetal., 2022). Regarding innovation,
ownership structure encourages management to increase innovation activities, especially
concentrated ownership structure (Shehadeh etal., 2022). Innovation investments that involve high
costsandhigh risksareahard choice for companies with dispersed ownership structures (Khanetal.,,
2021). The dis- persed ownership structure creates enormous differences in views between each
owner so that it be- comes an obstacle for companies to invest in innovation (Ma et al,, 2022). In
addition, companies with a concentrated ownership structure more easily absorb organizational
culturethatleadstoinnovation activities (Shehadeh etal., 2022).

Concentrated ownership encourages managers to increase innovation activities for the growth and sus-
tainability ofa company in the future (Maetal.,2022).Innovation can be well received by managers if
efficiency can be carried outin innovation activities (Jensen, 2021). Managers do not miss the oppor-
tunity to maximize non-corporate value that benefits their position and interests. The effectiveness of
resource allocation when innovation efficiency is carried out results in lower innovation input costs
thantheresultingoutput.Innovationisaimedatimprovingacompany’s performanceinthelongterm
(Yin&Sheng,2019).Acompany’s performance improvementis carried outby seekingabetter market
positionthrough productand processinnovation (Kurniawatietal.,2022).Newproductsandservices
resulting from the innovation process generate new market share, the ability to create prices, to encour-
age increased company profitability (Tarigan etal., 2019).

Thereis alack of models to track the effect of various types of innovations on firm performance over
time, so future research is recommended to validate the findings of previous studies and present
an integrative research framework that simultaneously covers the influence of innovation and firm
per- formance (Agostinietal.,2017).Thisstudylooksatthisopportunityandexaminestheefficiencyof
in- novation as an integrative framework for innovation. Efficiency is an important concept in
innovation, because investing in innovation is not an activity that company management wants (Tiirkes
etal., 2021).

1. LITERATURE REVIEW Managers will choose not to invest heavily in in-

novation activities and prefer steady performance

Principal-agent problems usually arise in a imprqvemer'lts. Managers have an interest in in-
firm’s innovation activities (Hang et al, 2018). creasingtheir wealth, so they have atendency to
Innovation is very important to maintain a com- re]ecF 1nnovat10n_act1v1t_1e_s that require large fi-
pany’s competitiveadvantage, butitrequiresalot Nancing. Innovation efficiency gives managers
oftime and investment of resources that contrib- the opportunitytoincrease their wealth, because
utes to the decline in the company’s short-term the enormous cost of innovation can be offset by
operational performance (Ali & Anwar, 2021). amuchgreaterincreaseinrevenue (Grabowska&
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Saniuk, 2022; Zandi et al., 2019). This results ina
company’s short-term performance being main-
tained and having the hope of increasing when
innovationefficiencyiscarried out.Shareholders’
expectations that managers increase
innovation activities can be realized if the
efficiency of inno- vationcanbefulfilled properly
(Zandi et al., 2019). This shows that innovation
efficiency is a strate- gy to bridge the interests of
principals and agents when a company has the
intention of increasing innovation activities.

Innovative companiesaremoreflexibleand more
adaptable to the business environment,
increasing opportunities better than competitors
(Almulhim,  2020). Without continuous
development and in- novation, it will disrupt a
company’s internal con- ditionsandimpactonthe
imbalance between sup- ply and demand in the
market(Ruiteretal.,,2022). This makes managers
have no desire to carry out innovation projects
to maintain the company’s short-term
performance growth. Innovation must consider
efficiency factors in order to reduce the
excessive burden on the use of company
resources (Grabowska & Saniuk, 2022).
Innovation efficien- cy plays an important role in
an increasingly com- plex business environment
where innovation effi- ciency can reduce
unnecessary burdens to defend themselves in a
competitive environment so that the
innovations carried out do not have a signifi-
cant impact on improving the company’s perfor-
mance (Kafetzopouloset al.,2019).

Innovation comes from the company’s desire to
develop products that differ from competitors, cre-
ate new products according to consumer prefer-
ences, and shorten the production cycle (Tavassoli
& Karlsson, 2015). Products and processes
result- ing from innovation activities create and
develop market share, increasing sales volume.
To achieve this, R&D is needed for customers,
competitors, and company resources (Haryati
et al, 2021). R&D causes a company’s cash
expenditure to in- crease, so efficiency is needed
so as not to disrupt the company’s cash flow. The
efficiency of innova- tion optimally combines the
use of innovation in- puts to produce greater
output (Zandi et al,, 2019). Innovation efficiency
makes it easy for companies to expand their
market share without placing an enormous
burden on the company’s operational activities,
so that companies have the convenience

doi

of increasing sales volume, as well as improving
performance (DC Chen & Chen, 2021). In addi-
tion, new products resulting from innovation ac-
tivitiesmake the companyamarketleader,sothat
itis easy to determine prices for these new prod-
ucts (De et al., 2020). This resulted in the com-
pany’s revenue increasing from the addition of
marketshare and the ability to shape prices. This
shows that innovation efficiency is a strategy to
improve company performance while remaining
actively involved in the competitive environment
(Qiao & Fung, 2016; Yanetal., 2019).

Companieswith aconcentrated ownership struc-
ture encourage managers to be more active in ex-
ploring forms of innovation that the company can
develop (Mustafaetal.,, 2020).Concentrated own-
ership provides an injection of funding to finance
investments in innovation to meet its expectations
for future growth in the company’s performance
and increasing their prosperity (Gamariel et al.,
2022).Largeinvestment costs create the possibility
formanagersto getasmaller return fromthe per-
formance they have done (Jensen, 2021). Agency
problems that arise between principals and
agents when innovating must be minimized as
best as possible, so that companies can survive
ina com- petitive environment and obtain better
sustaina- bility in thefuture.

Active involvement of shareholders in the manage-
ment process to influence managers’ innovative ef-
forts is a form of effort to resolve problems that
arise among actors in innovation activities (Xie
et al, 2019). Shareholders can use their
ownership position to actively influence
operations or man- agement when they are not
satisfied with the im- plementation of the
innovation strategy (Dilla et al, 2019).
Shareholders help improve the risk-tak- ing
process by managers, so managers are motivat- ed
to increase the company’s innovation activities
(Eroglu & Sanders, 2021). Shareholders have
the expectation that their profits will increase if
they can influence the actions of managers to
innovate (Xie et al, 2019). Companies with
concentrated ownership will be more
aggressive in increasing innovation due to the
active involvement of share- holders in the
management process. Shareholders seek to
encourage managers to supporttheiriniti- atives
to create innovations in business processes
througheffortstoincreaseinnovationactivities.
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Figure 1. Conceptual framework

Companieswithaconcentrated ownershipstruc-
ture encourage management to increase the
com- pany’s innovation activities by considering
cost ef- ficiency when innovation is carried out
(Gamariel et al, 2022). Innovation efficiency
increases when the company’s ownership
structure is more con- centrated due to the
active involvement of share- holders in the
management process (Yuan et al, 2020).
Concentrated ownership roles to be actively
involved in innovation activities provide tighter
supervision to managers, SO managers are
more motivated to innovate and maintain cost
efficien- cy (Yuan etal,, 2020). The cost efficiency
created during the innovation process has an
impact on increasing market share, increasing
sales volume, and minimizing operational costs
(Exposito & Sanchis-Llopis, 2018). This makes it
easyforcom-

pany managers to improve company performance
(Muthuveloo et al., 2017). In addition, concen-
trated ownership encourages companymanage-
ment to carry out innovation efficiency in order
to minimize the current use of cash, so that cash
disbursements can be maintained (Gamariel et
al.,, 2022). This gives hope to managers to keep
getting higher returns when innovation activity
increas- es. Therefore, this study formulates the
following hypotheses:

H1: Innovation efficiency has a positive effect on
company performance.

H2: Concentrated ownership increases the ef-
fect of innovation efficiency on company
performance.

Table 1. Definition and measurement of research variables

Source: Data tabulation, 2022.

No. Variable Indicators/measurements Scale
Firm performance, The measurement of acompany’s
performance in question is only those that are _ NetIncome )
1. ) . . L e = Ratio
dlrectly_ related to innovation, which is difficult to Total Assets
determine (Wang & Wang, 2012)
Innovation efficiency is obtained by operationalizing the input
andoutputofinnovationinthe non-parametric mathematical
method of Data Envelopment Analysis (DEA). To estimate the
Innovation Efficiency, provides abasic explanation efficiency of innovation by using thre_e input;, namely: research
2.  ofhowtheuse ofresourcesasinputforinnovation and development expenses, engine repair expenses, and Ratio
provides optimal results (Qiao & Fung, 2016) technology purchasesandoneoutput(Erkanetal.,2019).
> " Ui-Yis
hs=oi™ .
Ownership Concentration, has an important function ) . )
in innovation projects (Belloc, 2012). Ownership Ownership concentration is calculated based on the hi-
concentration used in this stLjdy is concentrated difference of the controlling shareholder (Shehadeh et
3. ownership, because the dispersed ownership al., 2022). This study uses the three largest controlling Ratio
structure creates large differences in views between shareholders, so that ownership concentration is formulated:
each owner so that it becomes an obstacle for OC = ( Equityl- Equity2) 2 + ( Equity2 — Equity3) 2
companies to invest in innovation
Firm Size (control), is used to estimate company
size because companies with large assets have
4. the_ qpportumty o explore an d e>§p|0|t Innovation Ln total assets (proxied by total assets) Ratio
activities. Therefore, companies with large assets have
ahigh opportunity to increase innovation projects and
make projectsefficient (Cruz-Cézaresetal.,2013)
4 doi
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Table 1 (cont.). Definition and measurement of research variables

No. Variable Indicators/measurements Scale

Capital structure (control), is used to measure capital T
structure because companies with large capital Debt to Equity= Total Liabilities -100% :

5. L ? . - Ratio
structures have the possibility to fund innovation Total Equity
activities (Lin, 2017)
Firmage (control), The age of acompany indicates
the maturity of the company in a competitive

6. environment, where companies with alarge age have Calculated from the year of establishment to the present | Nominal

more experience inbusiness operations, making it
easiertowinthe competition (Cruz-Cézaresetal.,
2013)

Firmrisk (control) shows the consequences of actions
taken by company managers. Innovation is an activity
7. | that has a large risk, so the risk that the company
currently has is a consideration for innovation
efficiency in order to improve company performance

Companyriskiscalculated usingthe standard deviation of
EBITDA (Earnings Before Interest, Tax, Depreciation and
Amortization) divided by a company’s total assets. The formula
forthe standard deviation of EBITDA is as follows:

where nisthe numberof dataand 1is EBITDA. So, the
formulafor calculating company riskis: Risk=EBITDA Standard

Agreater company risk indicates that the company’s executives
arerisktaking, asmallercompany riskindicates thatthe

) nzinilxiz—(Z" x)2

i=1 i

R
¢ n(n -1) Ratio

Deviation / Total Assets.

company’s executives are risk averse

2, METHOD

The study uses quantitative methods. The research
data used in this study are secondary data. The
population are manufacturing companies listed
on the Indonesia Stock Exchange. A sample of 616
Indonesian manufacturing company data was used.

Thisstudy conducted dataanalysis and statistical
testingusing SPSS24.0toanalyze descriptive sta-
tistics, correlation analysis, multiple linear
regres- sion and moderated regression analysis.
Multiple linear regression was used to test
hypothesis 1, while moderated regression
analysis was used to test hypothesis 2. The
model developed to meas- ure the effect of
innovation efficiency on company performance
(hypothesis 1) is as follows:

ROA = a + SEFF + ASIZE + BEDER +
+/4 AGE + RISK + ¢,
while the model developed to measure
ownership concentration moderation on the

effect of innova- tion efficiency on company
performance (hypoth- esis 2) is asfollows:

ROA = a + AEFF + 0C + EFF -OC + ¢,

where ROA: Financial Performance; EFF: Inno-
vation efficiency; OC: Ownership concentration;

doi

SIZE: Size firm; DAR: Capital structure; AGE:
Firm age; and RISK: Firm risk.

3. RESULTS

Table 2 provides information on the number of
companies that carry out product innovation effi-
ciency during the period 2013 to 2019.

Table 2. Manufacturing companies that carry out
product efficiency for the period 2013-2019

Source: Research data, 2019.

Year Number' Number of E}‘ficient %
of Companies Companies

2013 86 2 2.33
2014 90 2 2.22
2015 89 2 2.25
2016 81 2 2.47
2017 85 3 3.52
2018 94 3 3.19
2019 91 3 3.29

Table 2 shows that the efficiency of innovation
is still minimal by manufacturing companies in
Indonesia. This indicates that manufacturing
companiesinIndonesia have notbeen able to op-
timize the use of their resources for innovation
activities.
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Table 3. Descriptive statistics

Source: Research data, 2019.

Variable N Minimum Maximum mean Std. Deviation

ROA 616 —0.401425 4.446758 0.044370 0.084450
EFF 616 0 1 0.044126 0.175878
oC 616 0.000000 0.992813 0.282687 0.2893058
DER 616 1,267 23.201 9.0281 11.2034
SIZE 616 10,392 24,918 22.9281 25,9291
AGE 616 5 7 3.4029 5,7261
RISK 616 -1.750198 2,64381 0.115318 0.547381
Valid N (listwise) Table4. Hypothesistesting

Table 3 provides descriptive statistical results
of the variables in this study. Here are the
results of the testdata.

From a sample of 616 manufacturing company
data for the period 2013 to 2019, a company’s
per- formance shows a range of values of -
0.401425 to 4.446758 with an average of 0.044370
and a stand- ard deviation of 0.084450. This shows
that the sam- pled companies have different
abilities in improv- ing their performance.
Innovation efficiency shows that it has a value
range of 0 to 1 with an average of 0,044126 and
standard deviation0,175878.These

results indicate that there are still companies
that have not been able to carry out innovation
efficien- cy,and companies that have the ability to
carry out innovation efficiency are still very low.
Ownership concentration shows a range of
values from 0 to 0992813 with an average of
0,282687 and standard deviation of 0,2893058.
These results indicate that in general
manufacturing companies in Indonesia have a
concentrated ownership structure, but there are
companies that have scattered shareholdings.
Theaveragedebttoequityratioobtainedis9.0281
and the standard deviation is 11.2034. While
the minimum value is 1,267 and the maximum
is 23,201. This result means that manufacturing
com- panies in Indonesia, which have a higher
Debt to Equity Ratio value, have a higher amount
ofdebt thatmustbe paid offbythe companywithin
acer- tainperiod oftime. The firmriskvalue thathas
been tested produces a minimum value of -
1.750198, and the maximum value is 2.64381.
Meanwhile, the av- erage value is 0.115318 and
the standard deviation value is 0.547381. This
resultmeansthatthehigher theriskofacompany,
whichincludesahighriskof uncertainty demand,
the more it poses arisk. The company’s income is
uncertain, where, with the uncertainty of the
company’s income, this causes the company’s
profitability to decrease.

6

Source: Research data, 2019.

. Model 1 Model 2
Variable =72 Sig Coef Sig
Constant —1,247** 0.000 —1,212*** 0.000
ocC 0.277*** 0.001 0.276*** 0.001
EFF 0.124** 0.000 -0.021 0.861
ROA 0.213** 0.001 —0.005*** 0.000
SIZE 0.482** 0.000 0.483*** 0.000
DAR 0.046*** 0.000 0.045*** 0.000
AGE 0.910** 0.000 —0.032*** 0.001
RISK 0.230** 0.001 —0.098*** 0.000
EFF*OC 0.402** 0.000 —0.192*** 0.000

Note: *** = posIitive and significant; ** = negative and

significant

The results from Table 4 show that company size,
age,and company risk have a positive and signifi-
canteffecton company performance. Inaddition,
the capitalstructurehasanegativeandsignificant
effect on the company’s performance. The first hy-
pothesis states that there is a positive effect of in-
novationefficiencyoncompanyperformance.

The results of the research on model 1 show that
innovation efficiency has a positive and signifi-
cant effect on company performance with a Beta
(R)value 0f 0.041 and p-value 0of 0.021. This result
means that the higher the efficiency of innovation
by the company, the higher its performance will
be. Companies with a high level of efficiency when
carrying outinnovation projects have the advan-
tage of improving their short-term performance
(Pefiarroya-Farell & Miralles, 2022).

The results of the research on model 2 show that
the interaction of innovation efficiency with own-
ership concentration has a positive and significant
effect on company performance. Based on the ex-
isting phenomenon, innovation efficiency makes it
easy for companies to increase sales volume,
in-
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crease sales growth, increase net profit, and
min- imize investment costs for innovation
(Qiao & Fung, 2016). This shows that innovation
efficiency is a form of strategy that companies
can develop toimprovetheirperformance (short
orlongterm) and maintain theirsustainability.

4. DISCUSSION

The findings of this study areinline with previous
researchers who stated that innovation efficiency
is a form of strategy to improve company perfor-
mance by remaining actively involved in the com-
petitive environment and there are several
spaces that companies can develop to improve
their in- novation efficiency (Trinugroho et al.,
2022). The innovations made provide a better
opportunity to become market leaders, so they
are able to de- termine the pricelevel for the new
products they create (Chen et al, 2019). The
amount of costs in- curred by a company to fund
innovation projects can be minimized by
managers when efficiency is carried out properly.
Managers will choose the op- timal use of
resources, so that the resulting inno- vation is in
accordance with market needs.

The results of this study mean that the more con-
centrated shareholder ownership, this will en-
courage managers to be more active in making
efficiency in innovation projects, so that it has
an impact on increasing company performance.
Concentrated ownership also encourages man-
agement to increase innovation projects to im-
prove the company’s position in the competitive
environment. Concentrated ownership expects
the company to be able to maintain a competi-
tive advantage and increase the company’s com-
petitiveness with the company’s innovations. The
drive for concentrated ownership of managers is
manifested by the direct involvement of share-
holders in innovation projects. Concentrated

ownershipwill monitorand supervise managers
regarding the success of the company’s innova-
tion projects. The direct involvement of concen-
trated ownership makes innovation projects
more efficient in their financing. Concentrated
owner- shipexpectsthatinnovation projectsrun
byman- agers do not require large injections of
funding, so they do not burden the owners.
Companies with concentrated ownership will be
more active to innovate and make efficiency in
projectfinanc- ing, so that companies are able to
improve their performance from the efficiency
of innovations carried out by company
managers. Concentrated ownership will
monitor and supervise managers regarding the
success of the company’s innova- tion projects.
The direct involvement of concen- trated
ownership makes innovation projects more
efficient in theirfinancing.

Concentrated ownership expects that innovation
projects run by managers do not require large
injections of funding, so they do not burden the
owners. Companies with concentrated owner-
ship will be more active to innovate and make ef-
ficiency in project financing, so that companies
are able to improve their performance from the
efficiency of innovations carried out by company
managers. Concentrated ownership will monitor
and supervise managers regarding the success
of the company’s innovation projects. The direct
in- volvement of concentrated ownership makes
in- novation projects more efficient in their
financing (Shehadeh et al, 2022). The direct
involvement of concentrated ownership in
innovation projects provides opportunities for
companies to main- tain competitive advantage
and improve compa- ny performance. The
findings of this study are in line with previous
findings, which state that concentrated
ownership playsanimportantrole in innovation
projects, so that it makes it easi- er for
companies to improve their performance
(Chatterjee & Bhattacharjee,2020).

CONCLUSION

This study finds that manufacturing companies in Indonesia are still lacking in innovation efficiency,
so they have vulnerabilities in facing global competition. Indonesia has a goal to become one of the
developed countriesin the world economy. Therefore, itis important for every company in Indonesia
to continuously develop innovations in their products or production processes to support these
goals. Innovation is a strategy for every company in Indonesia to be able to compete with the global

compet-
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itive environment. Therefore, when developing an innovative strategy, it is necessary to consider effi-
ciencyinthe projectfinancing process.Innovation efficiency provides an opportunity foreach company to
develop its business processes without placing great pressure on company resources (Grabowska &
Saniuk,2022).InIndonesia, the corporate ownership structureis dominated by concentrated owner-
ship. This condition makes it easier for each company to carry out innovation projects and make effi-
ciencies due to the strong encouragement of the company owners. Concentrated ownership can encour-
age managers to improve the company’s innovation projects to maintain performance growth, maintain
competitive advantage, and maintain company viability (Shehadeh etal., 2022).

The limitation of this study is that this finding has not technically explained the steps that need to be
taken by entrepreneurs to carry out the efficiency of product innovation they produce. Thus, this lim-
itation can be covered by the existence of further researchin the future thatwill examine the strategic
steps thatneed to be taken by entrepreneurs to carry out product innovation efficiency, so that their
business performance can continue to develop and be competitive and have a competitive advantage
inthefuture. Thisfinding providesasignal for several stakeholders tostartcontrollingtheinnovation
work carried out by a company’s management, the aim is to form budget efficiency and the effectiveness
ofinnovation products in the future.
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Abstract

The company that is synonymous with the application of science and
technology is the manufacturing industry (Krmela et al., 2022).
Manufacturing companies in Indonesia have been accustomed to the use of
technology in their production activities so far, be- cause technology really
helps the company’s production to be more effective (Muchran, 2020). This
study examines the effect of innovation efficiency on firm performance and the
moderating role of ownership concentration on this effect. This study
examines innovation efficiency as the optimal combination of innovation
input and innovation output. The inputs used are research and development
expenses, machine repair ex- penses, and information technology purchases.
Meanwhile, the output of innovation. This study used 616 annual reports of
manufacturing companies from 2013 to 2018. The analytical technique used
is a moderated regression analysis. The results show that efficiency is
positively and significantly correlated with company performance. In ad-
dition, the results of the study provide evidence of concentrated ownership,
encour- aging managers to be more intensive in carrying out innovation
efficiency so that it affects increasing company performance. These findings
show that there is efficiency in innovation projects that can improve
company performance, and companies with concentrated ownership find it
easier to carry out innovation efficiency because of the active involvement of
shareholders in the management process when innovation proj- ects are
implemented aimed at improving company performance.

Keywords industry management, firm strategy,

market performance, corporate financial
management, sustainable development
financing

JEL Classification F63,L16,M11, M21, 011

INTRODUCTION

Changesin the manufacturing environmenttoday are becoming
more dynamic and, in the future, will force all manufacturing
companies to use technology to support their manufacturing
activities. (Yeung, 2021). Innovation provides space for
companies to seize new oppor- tunities and improve company
competitiveness (Lestari et al., 2020). Companies that fail to
innovate affect the rejection of the company’s products, the
reduction of the production cycle and the loss of the
company’s position in the market environment (Jensen, 2021).

Innovation drives companies to discover and create new ideas,
take risks, and encourage new business approaches (Sanchez-
Henriquez & Pavez, 2021). Companies are also required to
produce quality products or services at low costs, improvise
products with new attributes and produce products that differ
from the previous ones from the inno- vation activities carried
out (Jensen, 2021). Therefore, innovation is an important
effort that must be carried out by every company in the
modern era in order to win the competition, maintain
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ty, and improve company performance. Innovation efficiency reduces unnecessary burdens
to defend themselves in a competitive environment, so that the innovations carried out do
not have a significant impact on the decline in company performance (Grabowska & Saniuk,
2022). Management’s ability to properly calculate the efficiency of innovation can provide
benefits to efforts to meet consumer prefer- ences without placing an excessive burden on
company resources (Adomah Worae & Ngwakwe, 2017). Innovation efficiency is defined as
a company’s ability to translate innovation inputs into innovation outputs (Tiirkes et al.,
2021). Although innovation is not a linear process of changing innovation inputs into
innovation outputs, the study how the resources used as innovation inputs provide optimal
output explains the concept of innovation efficiency (Turkes et al., 2021).

Good corporate governance can design innovation effectively, so that efficiency can be built
properly in the innovation process (Yin & Sheng, 2019). Ownership is the foundation of
corporate governance because a company cannot exist without owners, and share
ownership rights are allocated to owners (Aguilera & Crespi-Cladera, 2016). Ownership
contributes to value creation, builds a long-term com- pany vision, and takes a part in
allocating company resources (Ma et al.,, 2022). Regarding innovation, ownership structure
encourages management to increase innovation activities, especially concentrated
ownership structure (Shehadeh et al.,, 2022). Innovation investments that involve high costs
and high risks are a hard choice for companies with dispersed ownership structures (Khan
et al.,, 2021). The dis- persed ownership structure creates enormous differences in views
between each owner so that it be- comes an obstacle for companies to invest in innovation
(Ma et al, 2022). In addition, companies with a concentrated ownership structure more
easily absorb organizational culture that leads to innovation activities (Shehadeh et al,,
2022).

Concentrated ownership encourages managers to increase innovation activities for the
growth and sus- tainability of a company in the future (Ma et al., 2022). Innovation can be
well received by managers if efficiency can be carried out in innovation activities (Jensen,
2021). Managers do not miss the oppor- tunity to maximize non-corporate value that
benefits their position and interests. The effectiveness of resource allocation when
innovation efficiency is carried out results in lower innovation input costs than the resulting
output. Innovation is aimed at improving a company’s performance in the long term (Yin &
Sheng, 2019). A company’s performance improvement is carried out by seeking a better
market position through product and process innovation (Kurniawati et al., 2022). New
products and services resulting from the innovation process generate new market share, the
ability to create prices, to encour- age increased company profitability (Tarigan et al., 2019).

There is a lack of models to track the effect of various types of innovations on firm
performance over time, so future research is recommended to validate the findings of
previous studies and present an integrative research framework that simultaneously covers
the influence of innovation and firm per- formance (Agostini et al., 2017). This study looks at
this opportunity and examines the efficiency of in- novation as an integrative framework for
innovation. Efficiency is an important concept in innovation, because investing in innovation
is not an activity that company management wants (Tiirkes et al., 2021).

performance (Ali & Anwar, 2021).

1. LITERATURE REVIEW

Principal-agent problems usually arise in a
firm’s innovation activities (Hang et al., 2018).
Innovation is very important to maintain a
com- pany’s competitive advantage, but it
requires a lot of time and investment of
resources that contrib- utes to the decline in
the company’s short-term  operational
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Managers will choose not to invest
heavily in in- novation activities and
prefer steady performance
improvements. Managers have an
interest in in- creasing their wealth, so
they have a tendency to reject

HTTP://DX.DOI.0RG/10.21511/1MFI.20(1).2023.06

innovation activities that require large fi-
nancing. Innovation efficiency gives
managers the opportunity to increase their
wealth, because the enormous cost of
innovation can be offset by a much greater
increase in revenue (Grabowska &
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burden on the company’s operational activities, so

. ) ) that companies have the convenience
Saniuk, 2022; Zandi et al., 2019). This results

in a company’s short-term performance
being main- tained and having the hope of
increasing when innovation efficiency is
carried out. Shareholders’ expectations that
managers increase innovation activities can
be realized if the efficiency of inno- vation
can be fulfilled properly (Zandi et al., 2019).
This shows that innovation efficiency is a
strate- gy to bridge the interests of principals
and agents when a company has the
intention of increasing innovation activities.

Innovative companies are more flexible and
more adaptable to the business environment,
increasing opportunities better than
competitors (Almulhim, 2020). Without
continuous development and in- novation, it
will disrupt a company’s internal con- ditions
and impact on the imbalance between sup-
ply and demand in the market (Ruiter et al.,
2022). This makes managers have no desire
to carry out innovation projects to maintain
the company’s short-term performance
growth. Innovation must consider efficiency
factors in order to reduce the excessive
burden on the use of company resources
(Grabowska & Saniuk, 2022). Innovation
efficien- cy plays an important role in an
increasingly com- plex business environment
where innovation effi- ciency can reduce
unnecessary burdens to defend themselves
in a competitive environment so that the
innovations carried out do not have a signifi-
cant impact on improving the company’s
perfor- mance (Kafetzopouloset al.,, 2019).

Innovation comes from the company’s desire
to develop products that differ from
competitors, cre- ate new products according
to consumer prefer- ences, and shorten the
production cycle (Tavassoli & Karlsson,
2015). Products and processes result- ing
from innovation activities create and develop
market share, increasing sales volume. To
achieve this, R&D is needed for customers,
competitors, and company resources
(Haryati et al., 2021). R&D causes a
company’s cash expenditure to in- crease, so
efficiency is needed so as not to disrupt the
company’s cash flow. The efficiency of
innova- tion optimally combines the use of
innovation in- puts to produce greater output
(Zandi et al., 2019). Innovation efficiency
makes it easy for companies to expand their
market share without placing an enormous
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of increasing sales volume, as well as
improving performance (DC Chen &
Chen, 2021). In addi- tion, new
products resulting from innovation ac-
tivities make the company a market
leader, so that it is easy to determine
prices for these new prod- ucts (De et
al,, 2020). This resulted in the com-
pany’s revenue increasing from the
addition of market share and the
ability to shape prices. This shows that
innovation efficiency is a strategy to
improve company performance while
remaining actively involved in the
competitive environment (Qiao &
Fung, 2016; Yan et al,, 2019).

Companies with a concentrated
ownership struc- ture encourage
managers to be more active in ex-
ploring forms of innovation that the
company can develop (Mustafa et al,,
2020). Concentrated own- ership
provides an injection of funding to
finance investments in innovation to
meet its expectations for future growth
in the company’s performance and
increasing their prosperity (Gamariel et
al., 2022). Large investment costs
create the possibility for managers to
get a smaller return from the per-
formance they have done (Jensen,
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2021). Agency problems that arise between
principals and agents when innovating must
be minimized as best as possible, so that
companies can survive in a com- petitive
environment and obtain better sustaina- bility
in the future.

Active involvement of shareholders in the
manage- ment process to influence managers’
innovative ef- forts is a form of effort to
resolve problems that arise among actors in
innovation activities (Xie etal., 2019).
Shareholders can use their ownership
position to actively influence operations or
man- agement when they are not satisfied
with the im- plementation of the innovation
strategy (Dilla et al., 2019). Shareholders help
improve the risk-tak- ing process by
managers, so managers are motivat- ed to
increase the company’s innovation activities
(Eroglu & Sanders, 2021). Shareholders have
the expectation that their profits will
increase if they can influence the actions of
managers to innovate (Xie et al.,, 2019).
Companies with concentrated ownership
will be more aggressive in increasing
innovation due to the active involvement of
share- holders in the management process.
Shareholders seek to encourage managers to
support their initi- atives to create
innovations in business processes through
efforts to increase innovation activities.
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Innovation Firm Control variables:
efficiency A performance | + Size
 DAR
* Age
* Risk
Ownership
concentration

Figure 1. Conceptual framework

Companies with a concentrated ownership
struc- ture encourage management to
increase the com- pany’s innovation
activities by considering cost ef- ficiency
when innovation is carried out (Gamariel et
al., 2022). Innovation efficiency increases
when the company’s ownership structure is
more con- centrated due to the active
involvement of share- holders in the
management process (Yuan et al., 2020).
Concentrated ownership roles to be actively
involved in innovation activities provide
tighter supervision to managers, so
managers are more motivated to innovate
and maintain cost efficien- cy (Yuan et al.,,
2020). The cost efficiency created during the
innovation process has an impact on
increasing market share, increasing sales
volume, and minimizing operational costs
(Exposito & Sanchis-Llopis, 2018). This
makes it easy for com-

pany managers to improve company
performance (Muthuveloo et al.,, 2017). In
addition, concen- trated ownership
encourages company manage- ment to carry
out innovation efficiency in order to
minimize the current use of cash, so that
cash disbursements can be maintained
(Gamariel et al., 2022). This gives hope to
managers to keep getting higher returns
when innovation activity increas- es.
Therefore, this study formulates the
following hypotheses:

H1: Innovation efficiency has a positive effect on
company performance.

H2: Concentrated ownership increases the ef-
fect of innovation efficiency on company
performance.

Table 1. Definition and measurement of research variables

Source: Data tabulation, 2022.

No. Variable Indicators/measurements Scale
Firm performance, The measurement of acompany’s
performance in question is only those that are _ NetIncome )
1. di | lated to i ) hich is difficul a=— Ratio
irectly related to innovation, which is difficult to Total Assets
determine (Wang & Wang, 2012)
Innovation efficiency is obtained by operationalizing the input
andoutputofinnovationinthe non-parametric mathematical
method of Data Envelopment Analysis (DEA). To estimate the
Innovation Efficiency, provides abasic explanation efficiency of innovation by using thrge inputg, namely: research
2. i ofhowtheuse ofresourcesasinputforinnovation and development expenses, engine repair expenses, and Ratio
provides optimal results (Qiao & Fung, 2016) technology purchasesandoneoutput (Erkanetal.,2019).
D" Ui-Yis
hs = "HV' X
2. Vi-Xis
Ownership Concentration, has an important function ) o )
in innovation projects (Belloc, 2012). Ownership Ownership concentration is calculated based on the hi-
concentration used in this stljdy is concentrated difference of the controlling shareholder (Shehadeh et
3. i ownership, because the dispersed ownership al., 2022). This study uses thethree Iarge_st antrolling Ratio
structure creates large differences in views between shareholders, so that ownership concentration is formulated:
each owner so that it becomes an obstacle for OC = ( Equityl- Equity2) 2 + ( Equity2 — Equity3) 2
companies to invest in innovation
Firm Size (control), is used to estimate company
size because companies with large assets have
4. the_ qpportunlty to explore a_nd explon Innovation Ln total assets (proxied by total assets) Ratio
activities. Therefore, companies with large assets have
ahigh opportunity to increase innovation projects and
make projectsefficient(Cruz-Cézaresetal.,2013)
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Table 1 (cont.). Definition and measurement of research variables

No. Variable Indicators/measurements Scale
Capital structure (control), is used to measure capital s
structure because companies with large capital Debt to Equity= Total Liabilities .100% .
5. L ? A e — Ratio
structures have the possibility to fund innovation Total Equity
activities (Lin, 2017)
Firmage (control), The age of acompany indicates
the maturity of the company in a competitive
6. envwonmen_t, Whe_re companies with glarge age haye Calculated from the year of establishment to the present ;| Nominal
more experienceinbusiness operations, makingit
easiertowinthe competition (Cruz-Cézaresetal.,
2013)
Companyriskis calculated usingthe standard deviation of
EBITDA (Earnings Before Interest, Tax, Depreciation and
Amortization) divided by a company’s total assets. The formula
forthe standard deviation of EBITDA is as follows:
Firmrisk (control) shows the consequences of actions nzn X_z —(zn X )
taken by company managers. Innovation is an activity CR = i1 ! i1 !
7. ithat has a large risk, so the risk that the company n(n -1) Ratio
g;lﬁrcr?eer:]tlcy Pnac?rclise?tgci)gsgireagg:q f(;;lnngr\flgmgnce where nisthe number of dataand 1is EBITDA. So, the
y P pany p formulaforcalculatingcompany riskis: Risk=EBITDA Standard
Deviation / Total Assets.
A greater company risk indicates that the company’s executives
arerisk taking, asmallercompany riskindicates thatthe
company’s executives are risk averse

2, METHOD

The study uses quantitative methods. The

research data used in this study are
secondary data. The population are
manufacturing companies listed on the

Indonesia Stock Exchange. A sample of 616
Indonesian manufacturing company data was
used.

This study conducted data analysis and
statistical testing using SPSS 24.0 to analyze
descriptive sta- tistics, correlation analysis,
multiple linear regres- sion and moderated
regression analysis. Multiple linear
regression was used to test hypothesis 1,
while moderated regression analysis was
used to test hypothesis 2. The model
developed to meas- ure the effect of
innovation efficiency on company
performance (hypothesis 1) is as follows:

ROA = a + SEFF + ASIZE + BDER +
+/4 AGE + [RISK + &,

while the model developed to measure
ownership concentration moderation on the
effect of innova- tion efficiency on company
performance (hypoth- esis 2) is as follows:

ROA = a + AEFF + %0C + BEFF -OC + &,

where ROA: Financial Performance; EFF: Inno-
vation efficiency; OC: Ownership
concentration;

SIZE: Size firm; DAR: Capital structure; AGE:
Firm age; and RISK: Firm risk.

3. RESULTS

Table 2 provides information on the
number of companies that carry out
product innovation effi- ciency during the
period 2013 to 2019.

Table 2. Manufacturing companies that carry out
product efficiency for the period 2013-2019

Source: Research data, 2019.

Year Number' Number of Efficient %
of Companies Companies
2013 86 2 2.33
2014 90 2 2.22
2015 89 2 2.25
2016 81 2 2.47
2017 85 3 3.52
2018 94 3 3.19
2019 91 3 3.29
Table 2 shows that the efficiency of

innovation is  still minimal by
manufacturing companies in Indonesia. This
indicates that manufacturing companies in
Indonesia have not been able to op- timize
the use of their resources for innovation
activities.
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Table 3. Descriptive statistics

Source: Research data, 2019.

Variable N Minimum Maximum mean Std. Deviation

ROA 616 —-0.401425 4.446758 0.044370 0.084450
EFF 616 0 1 0.044126 0.175878
ocC 616 0.000000 0.992813 0.282687 0.2893058
DER 616 1,267 23.201 9.0281 11.2034
SIZE 616 10,392 24,918 22.9281 25,9291
AGE 616 5 7 3.4029 5,7261
RISK 616 -1.750198 2,64381 0.115318 0.547381
Valid N (listwise)

Table 3 provides descriptive statistical
results of the variables in this study. Here
are the results of the test data.

From a sample of 616 manufacturing
company data for the period 2013 to 2019,
a company’s per- formance shows arange
ofvalues of-0.401425 to 4.446758 with an
average 0of 0.044370 and a stand- ard
deviation of 0.084450. This shows that the
sam- pled companies have different abilities
inimprov- ing their performance. Innovation
efficiency shows thatithas a value range of
0 to 1 with an average 0f0,044126and
standard deviation 0,175878.These

results indicate that there are still
companies that havenotbeenableto carry
outinnovation efficien- cy,and companies
thathavetheability to carry out innovation
efficiency are still very low. Ownership
concentration shows a range of values from
0 to 0,992813 with an average of 0,282687
and standard deviation 0of 0,2893058. These
results indicate that in general
manufacturing companiesin Indonesia have
aconcentrated ownership structure, but
there are companies that have scattered
shareholdings. The average debt to equity
ratio obtained is 9.0281 and the standard
deviation is 11.2034. While the minimum
value is 1,267 and the maximum is 23,201.
Thisresultmeansthatmanufacturing com-
panies in Indonesia, which have a higher
Debt to Equity Ratio value, have a higher
amount of debt that mustbe paid off by the
company within a cer- tain period oftime. The
firmriskvalue thathasbeen tested producesa
minimum value of-1.750198,and the
maximum value is 2.64381. Meanwhile, the
av- erage value is 0.115318 and the
standard deviation value is 0.547381. This
result means that the higher theriskofa
company,whichincludesahighrisk of
uncertainty demand, the more it poses a
risk. The company’s income is uncertain,

Table 4. Hypothesistesting

Source: Research data, 2019.

. Model 1 Model 2
Variable ==F7= Sig Coef Sig
Constant —1,247** 0.000 —1,212%** 0.000
oC 0.277*** 0.001 0.276*** 0.001
EFF 0.124** 0.000 -0.021 0.861
ROA 0.213** 0.001 —0.005*** 0.000
SIZE 0.482** 0.000 0.483*** 0.000
DAR 0.046*** 0.000 0.045%* 0.000
AGE 0.910** 0.000 —0.032*** 0.001
RISK 0.230** 0.001 —0.098*** 0.000
EFF*OC 0.402** 0.000 —0.192*** 0.000

where, with the uncertainty of the company’s

income, this causes the company’s profitability to

decrease.
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Note: *** = positive and significant; ** = negative and

significant.

The results from Table 4 show that
company size, age, and company risk
have a positive and signifi- cant effect
on company performance. In addition,
the capital structure has a negative
and significant effect on the company’s
performance. The first hy- pothesis
states that there is a positive effect of
in- novation efficiency on company
performance.

The results of the research on model 1
show that innovation efficiency has a
positive and signifi- cant effect on
company performance with a Beta (13)

HTTP://DX.DOI.ORG/10.21511/1MFI.20(1).2023.06

value of 0.041 and p-value of 0.021. This
result means that the higher the efficiency of
innovation by the company, the higher its
performance will be. Companies with a high
level of efficiency when carrying out
innovation projects have the advan- tage of
improving their short-term performance
(Pefiarroya-Farell & Miralles, 2022).

The results of the research on model 2 show
that the interaction of innovation efficiency
with own- ership concentration has a
positive and significant effect on company
performance. Based on the ex- isting
phenomenon, innovation efficiency makes it
easy for companies to increase sales volume,
in-
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crease sales growth, increase net profit, and
min- imize investment costs for innovation
(Qiao & Fung, 2016). This shows that
innovation efficiency is a form of strategy
that companies can develop to improve their
performance (short or long term) and
maintain their sustainability.

4. DISCUSSION

The findings of this study are in line with
previous researchers who stated that
innovation efficiency is a form of strategy to
improve company perfor- mance by
remaining actively involved in the com-
petitive environment and there are several
spaces that companies can develop to
improve their in- novation efficiency
(Trinugroho et al.,, 2022). The innovations
made provide a better opportunity to
become market leaders, so they are able to
de- termine the price level for the new
products they create (Chen et al., 2019). The
amount of costs in- curred by a company to
fund innovation projects can be minimized
by managers when efficiency is carried out
properly. Managers will choose the op- timal
use of resources, so that the resulting inno-
vation is in accordance with market needs.

The results of this study mean that the more
con- centrated shareholder ownership, this
will en- courage managers to be more active
in making efficiency in innovation projects,
so that it has an impact on increasing
company performance. Concentrated
ownership also encourages man- agement to
increase innovation projects to im- prove the
company'’s position in the competitive
environment. Concentrated ownership
expects the company to be able to maintain
a competi- tive advantage and increase the
company’s com- petitiveness with the
company’s innovations. The drive for
concentrated ownership of managers is
manifested by the direct involvement of
share- holders in innovation projects.
Concentrated

ownership will monitor and supervise
managers regarding the success of the
company’s innova- tion projects. The direct
involvement of concen- trated ownership
makes innovation projects more efficient in
their financing. Concentrated owner- ship
expects that innovation projects run by man-
agers do not require large injections of
funding, so they do not burden the owners.
Companies with concentrated ownership
will be more active to innovate and make
efficiency in project financ- ing, so that
companies are able to improve their
performance from the efficiency of
innovations carried out by company
managers. Concentrated ownership will
monitor and supervise managers regarding
the success of the company’s innova- tion
projects. The direct involvement of concen-
trated ownership makes innovation projects
more efficient in their financing.

Concentrated ownership expects that
innovation projects run by managers do not
require large injections of funding, so they
do not burden the owners. Companies with
concentrated owner- ship will be more
active to innovate and make ef- ficiency in
project financing, so that companies are able
to improve their performance from the
efficiency of innovations carried out by
company managers. Concentrated
ownership will monitor and supervise
managers regarding the success of the
company'’s innovation projects. The direct
in- volvement of concentrated ownership
makes in- novation projects more efficient in
their financing (Shehadeh et al., 2022). The
direct involvement of concentrated
ownership in innovation projects provides
opportunities for companies to main- tain
competitive advantage and improve compa-
ny performance. The findings of this study
are in line with previous findings, which
state that concentrated ownership plays an
important role in innovation projects, so
that it makes it easi- er for companies to
improve their performance (Chatterjee &
Bhattacharjee, 2020).

CONCLUSION

This study finds that manufacturing companies in Indonesia are still lacking in innovation
efficiency, so they have vulnerabilities in facing global competition. Indonesia has a goal to
become one of the developed countries in the world economy. Therefore, it is important for
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every company in Indonesia to continuously develop innovations in their products or
production processes to support these goals. Innovation is a strategy for every company in
Indonesia to be able to compete with the global compet-
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itive environment. Therefore, when developing an innovative strategy, it is necessary to
consider effi- ciency in the project financing process. Innovation efficiency provides an
opportunity for each company to develop its business processes without placing great
pressure on company resources (Grabowska & Saniuk, 2022). In Indonesia, the corporate
ownership structure is dominated by concentrated owner- ship. This condition makes it
easier for each company to carry out innovation projects and make effi- ciencies due to the
strong encouragement of the company owners. Concentrated ownership can encour- age
managers to improve the company’s innovation projects to maintain performance growth,
maintain competitive advantage, and maintain company viability (Shehadeh et al,, 2022).

The limitation of this study is that this finding has not technically explained the steps that
need to be taken by entrepreneurs to carry out the efficiency of product innovation they
produce. Thus, this lim- itation can be covered by the existence of further research in the
future that will examine the strategic steps that need to be taken by entrepreneurs to carry
out product innovation efficiency, so that their business performance can continue to
develop and be competitive and have a competitive advantage in the future. This finding
provides a signal for several stakeholders to start controlling the innovation work carried
out by a company’s management, the aim is to form budget efficiency and the effectiveness of
innovation products in the future.
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